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COLUMNAR 
BOOKS 


S. E. & M. Vernon 

£51—14'4 x 1114 (150 page) 

Single Page Form—2, 3, 4, 5, 6, 6 divided, 7, 8, 

Double Entry Ledger, & Record column rulings. 

Double Page Form—10, 12, 14, 16, 18 column rulings. 

B & P Equivalent No. 23; W. J. Equivalent No. $ 299) 

Our price $3.45 

£52—13 x 15%4 (150 page) 

Single Page Form—8, 10, 12, 14, 16 column rulings. 
Double Page Form—16, 18, 20, 24, 26, 30, 36 col. rulings. 
(B & P Equivalent No. 25; W. J. Equivalent No. S$ 81 

Our price $4.39 
253—105S x 812 (150 page) 
Single Page Form—2, 3, 4, 5, 6, 6 divided, 7, col. rul. 
Also Record Double Entry Ledger, Ya-'%2, 4-%%. 
Double Page Form—8, 10, 12 column rulings. 
(B & P Equivalent No. 21; W. J. Equivalent No. $295) 
Our price $1.95 


CHARGE ACCOUNTS INVITED! 
Prices listed above are our NET prices! 
All merchandise is shipped FOB N.Y.C. East of 
Mississippi we pay shipping charges on orders of 
$100 or more. In N.Y.C. we can not ship orders for 
less than $5 without adding a 50¢ service charge. 
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“Service for Accountants”’ 


25 W. 44th St.,N.Y.36 © MUrray Hill 2-3350 




















Provides the last 
word in property 
control... 

e American retrospective ap- 
praisals establish unit property 
records with individual costs, 
depreciation reserves and pro- 
visions — 

Kept up to date, they are the 
last word in property control. 


The AMERICAN 
APPRAISAL 


Company 


Over Fifty Years of Service 
OFFICES IN PRINCIPAL CITIES 





























When writing to advertiser kindly mention Tut New York Certiriep Pustic ACCOUNTANT. 
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Accounting Systems Design and 
Installation (Second Edition) 


By J. Brooks Heckert and Harry D. Ker- 
rigan. THE RONALD Press COMPAny, 
New York, N. Y., 1953. Pages: x + 663: 


$7.00. 


Text and reference books on accounting 
systems follow a variety of patterns. In 
some texts, after introductory material of 
more general nature, the bulk of the book 
is devoted to chapters on specific types of 
enterprises, such as manufacturing concerns, 
banks, retail stores, and public utilities. An- 
other arrangement is the presentation of 
categorized accounting and procedure prob- 
lems in terms of general areas, such as sales, 
cash receipts, purchases and cost analysis, 
without any chapters devoted solely to con- 
sideration of a particular type of enterprise. 
These two, perhaps polar, approaches have 
also been modified by systems authors in 
various ways to combine the features of 
both. 

Accounting Systems by Heckert and Ker- 
rigan is arranged in terms of general areas. 
However, throughout the book the authors 
describe a great variety of specific industry 
situations and present a great number of 
forms, charts, pictures of equipment, and 
other illustrations. In their words, “The 
organization of the book reflects the authors’ 
belief that a knowledge of the procedures and 
methods applicable to the various business 
functions is far more valuable to the student 
and the accountant than brief descriptive data 
relative to the accounting system used in dif- 
ferent lines of business.” 

The volume is divided into 34 chapters and 
seven appendices. The chapters are grouped 
by parts as follows: 

Part I. The method of systems design 
Five chapters: Role of accounting in 
modern management, System procedures 
and methods, Organizing for systems 
work, Steps in system building, and 
Elements of the accounting system. 

Part II. The general framework. Three 
chapters: Chart of accounts, Elements 
of ledger design, Design of subsidiary 
ledgers. 

Part III. Accounting procedures. 21 chap- 
ters, 

Introductory. One chapter: Design of 

accounting procedures. 

A. Selling, shipping, billing, and col- 
lecting. Seven chapters. 

B. Purchasing, receiving, and paying. 
Three chapters. 

C. Costing and cost reporting. Six 
chapters. 

D. Summarizing and closing. One 
chapter. 


(Continued on page 734) 
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SAVINGS GALORE FOR 
W-2 FORMS FOR 1953! 


GREEN TINT (Easy-on-the-eyes) 
94x 117% COLUMNAR SHEETS 


“Tint-Ease’’(R) 
Watermarked #1 Grade 100% Sulphite Ledger Stock 
28 Ib. 
In the most popular column rulings, 
8, 10 and 16 columns all with name space. 


Single Page Form — R312-8 (8 Columns) 
R312-10 (10 Columns) 


Double Page Form — R312-16 (16 Columns) 
100 — $1.30 1M — $12.50 
IMMEDIATE DELIVERY «¢ Sample sheets on request! 





754! 


5 PT. N.Y. STATE FORM WITH IBM CARD 


5 SETS TO A STRIP SNAP OUT, ALL INTERLEAVED 
WITH CARBON 


Plain Imprinted 
: . ME ee eee $ 2.90 $ 6.40 
, Pe te ree 5.75 9.35 
Giescedveedeuan 13.75 16.55 
WI a6 ace dne bstees 22.75 25.80 
FRG ctacaecencass 41.50 48.40 


Also W-2 Envelopes ¢ Printed or Plain 
Write for Samples and Complete Price List 








GREEN TINT (Easy-on-the-eyes) 
DOUBLE ENTRY LEDGER SHEETS 


“Tint-Ease”’ (R) 
Watermarked #1 Grade 100% Sulphite Ledger Stock 
28 Ib. 


Form 2301 A + 914 x 117% 
= sheets - $ 1.08 3M sheets @ $10.20 
- $10.50 6M @ $ 9.90 
elas DELIVERY «+ Sample sheets on request! 


PAYROLL BOOKS 


$15 15 Employees (Spiral Book) ........ $1.03 
J6 25 Employees (Spiral Bound) 

Ce BODE oc csicecseucsoneeene 1.97 
SS25 25 Employees (Spiral Bound) ...... 1.97 
SS50 50 Employees (Spiral Bound) ...... 2.77 
5004 50 Employees (Bound Book) 

Perforated Sheet ..........06 2.69 
$8100 100 Employees (Spiral Bound) 

CUG EGGS 2. cc cde scccavecanes 4.35 








Note Our New Low Prices On 


DOUBLE ENTRY LEDGER SHEETS 


WHITE S. E. & M. Vernon 28 Ib. Royal Ledger 
Form 301-A @ 9% x 11% 
1M $8.95 100 sheets $1.04 Sample sheets on request! 


EMPLOYEE EARNINGS RECORDS 


Form 2222—4 Quarters on each side to fit 944 x 11% 
Standard Post Binder 
$1.99 per C 18.75 per 1M 
Form 1182—4 Quarters on each side to fit 11 x 8% 
Ring Binder 
$1.75 per C 15.88 per 1M 
Lower prices in quantity « Samples on Request! 








LOOSE LEAF COLUMNAR SHEETS 


Vernon Watermarked Byron Weston Blackstone 
Ledger (White) 
25% Rag Content « 28 lb. Substance « Single & 
Double Page Forms 

12 LINE—9% x 11% « 30 numbered lines 
to 24 columns e $1.55 per 100 sheets $15.15 per M 
ry Line—11 x 14 ¢ 37 numbered lines 

) 24 columns ¢ $2.39 per 100 sheets $22.27 per M 
24 LINE—11 x 17 ¢ 37 numbered lines 
to 36 columns ¢ $2.49 per 100 sheets $23.95 per M 

Sample sheets on request! 


R 
2t 
R 
6t 
R 
10 





BUFF COLUMNAR PADS 


50 Sheets toa pad - 84x 14 + 2,3, 4, 5,6, 7 Columns 
Doz. 27¢. ea. 6 Doz. @ 26¢.ea. 12 Doz. @ 25¢. ea. 
Punched: 234 C-C Holes to fit Standard Work Sheet 
Holder—25¢. Per Doz. Extra 

17 x 14 Analysis Pads « 12, 13 and 14 Columns 

Doz. 51c.ea. 6 Doz. @ 47¢. ea. 12 Doz. @ 43c. ea. 
17 x 14 Work Sheet Pads 

Punched & Perforated + 12, 13 & 14 Columns 
Doz. 66¢.en. 6 Doz. @ 63e.ea. 12 Doz. @ 60¢e. ea. 








ACCOUNTANTS’ REPORT SHEETS 


Available on 75% Rag Onion Skin, substance 9 or 
50% Rag Bond, substance 13. 





ae __ 8%x 11 __ 11x 15% 4 9x1l% 11%x16% 
500 25 $6.50 $3.50 $6.75 
1M 6.00 11.25 6.75 12.25 


IMPRINTING (With your name and address) 
500—$2.85 IM—$3.25 

Sheets will be shipped unpunched unless 

Sample sheets on request! 


NOTE: 
otherwise specified. 


/Note Our New Prices On 


A” GRADE POST BINDERS 


Sheet Size 9% x 11% @ Sectional Posts @ Olive Green 
Canvas @ Black Imitation Leather Corners 


HEAVY BINDERS BOARD 





TOPLOCK STYLE 


Operated by a 
positive locking 
safety catch slid- 
ing button. 





ENDLOCK #EL7 
TOPLOCK #TL7 
BLACK TOPLOCK #TL7B 


6 @ $2.25 ea. 12 @ $2.12 ea. 

A-Z Indexes to fit these binders—89¢ per set 
Blank Tab Index, 6 positions—45¢ per set 
Top Lock 11 x 14— #TL48 Green Canvas 3.22 
End Lock 11 x 14 — #EL48 Green Canvas 3.22 
Top Lock 11 x 17 — #TL78 Green Canvas 3.39 
End Lock 11 x 17 — #EL78 Green Canvas 3.39 


omy °.*? eacn 











ACCOUNTANTS’ REPORT COVERS 


100 7.50 500 27.00 1M 49.00 
Prices include imprinting with your name 
and address. 

Colors: Grey, India Brown, Blue 


CHARGE ACCOUNTS INVITED! 
Prices listed above are our NET prices! 
All merchandise is shipped FOB N.Y.C. East of 
Mississippi we pay shipping charges on orders of 
$100 or more. In N.Y.C., we cannot ship orders for 
less than $5 without adding a 50¢ service charge. 


ACCOUNTANTS’ 
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“‘Service for Accountants”’ 


25 W. 44th St., N.Y.36 © MUrray Hill 2-3350 


We carry complete lines of merchandise by such popular manufacturers as Wilson Jones, Boorum & Pease, National Blank Book Co. 


] 5 2 , #5 . * . 7 r ~, ‘ 
! 95 > When writing to advertiser kindly mention Tut New York Certiriep Pustic ACCOUNTANT. 










































HOW YOUR | Book Reviews 
N CLIENTS (Continued from page 732) 
CORP E. Other subsidiary and auxiliary ree. 
ords and procedures. Three chap-| 1 
ters: Plant and equipment records, } 4, 4 
Production control records, Insur- J ne 
ance and tax records. ing 
Part IV. Special problems of systems | jun 
work, Three chapters: Accounting de] 1 
partment organization, Design of ac- §j sta 
counting forms, Manuals of procedure, 
Part V. Punched card accounting. Two Ne 
chapters: Principles of punched card} ~‘ 
1 Goer Year accounting, Applications of punched card 
om S ° Di id d accounting. OF 
2 avings Vivicen _ The appendices include charts of accounts ' 
for three actual companies: a manufacturer, ] 
ON FUNDS a wholesaler, and a retailer. They also in- } 
clude a short section on proof of machine 1 
posting and very brief information relating to ’ 
WHICH MAY microfilming, and multicopy and continuous | jn 
forms. The final appendix contains published } se 
NOW HE sources of systems information. The index | tio 
covers 11 pages. ser 
Accounting Systems is concerned with con- | pe 
LYING IDLE . siderably more than accounting records and } the 
™ forms. “Since sound systems design rests | In 
CORPORATION OFFICERS often look for squarely on a correct analysis of managerial | T} 
places where they can invest surplus problems, considerable emphasis is placed on | ¢o 
funds, trustee funds, funds for deprecia- — ——— pty ages ioe Soe pr 
. r yy management to plan, control, and coordi- | ex 
tion, self insurance funds, reserves for nate business operations.” The approach is | 0; 
taxes, lease deposits, etc. not confined to the descriptive or analytical, | 
A NINTH FEDERAL Corporate Fund - is oe pow terms | co 
: z sheae of uncovering and handling the problems en- | m: 
Account provides security of principal, countered in systems design and installation. | pe 
availability and reasonable return. (Sav- The book is clearly written and logically 
ings dividend at 2'%% per year, cred- arranged. It should appeal to the practitioner | Ie 
ited semi-annually.) To conserve divi- as_a refresher and office reference. : 
dends. passbook loans ‘lable. U For classroom purposes a separate work- | N 
P : are available. Up book is provided for students, without charge. 
to $10,000 insurance per account by This workbook contains 51 problems, as well A 
Federal Savings and Loan Insurance Cor- as a series of several questions on each chap- : 
poration. As many accounts as desired ter. The problems appear to be —— 
nn tlie d if held int f for a systems text; in large measure they dea 
may be tully insurea it held in rust tor with the designing, redesigning or use of 
different beneficiaries. For example: forms, and the planning of procedures. An 
lease deposits held in trust for tenants. prin nig manual apn whoa se Ac- 
. cas counting Systems, with the supplementary ti 
DESCRIPTIVE FOLDER cP-3 is waiting for you. Phone workbook, should serve in excellent fashion ]| to 
or write Edgar R. Tostevin, Vice-President, or visit as a course text T 
either of our two convenient Savings Centers. j , el DANIEL LIPSskKY - 
RESOURCES Brooklyn College 
OVER Brooklyn, New York pr 
$59,500.09. f ae : ec 
Operating Results of Limited Price at 
Variety Chains in 1952 st 
By E. Raymond Corey. HaArvarp Bust | pt 
FEDERAL SAVINGS NESS SCHOOL, Boston, Mass., 1953. Pages: | te 
' AND LOAN ASSOCIATION ya i 
’ The Bulletin reports on 1952 sales, mar- th 
AT TIMES SQ. FACING U.N. gins, expenses and profits of limited price Ms 
1457 B'WAY. Ist Ave.—45th St. variety chains. The 44 companies from which i 
; Hours—9 to 3 Hours—9 to 3 data have been used operate 6,120 stores rep- | ° 
? Friday 9 to 6 Wednesday 9 to 7 resenting approximately 90% of this type , 
. WISCONSIN 7-9120 7 of business in the United States. : 
m . a sain arcana (Continued on page 735) 
734 When writing to advertiser kindly mention Tut New York Certiriep Pustic ACCOUNTANT. Dec mber i 
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(Continued from page 734) 


The customary data in these reports relate 
to the operations of these chains. In addition, 
one new tabulation has been added represent- 
ing segregated results for the soda fountain, 
luncheonette and restaurant business. 

This year’s report maintains the high 
standard which previous reports have set. 


ha 


FRIEDMAN 
New York, N. Y. 


Operating Results of Department and 
Specialty Stores in 1952 (Bul. No. 139) 
By Malcolm P. McNair. HArvArp Bust- 
ness ScHooL, Boston, Mass., 1953. Pages: 
vi + 64; $5.00 
As the author points out, the chief interest 

in this 33rd Annual Report in the Harvard 

series should focus on Section III, Produc- 
tion Unit Expense Comparisons. This repre- 
sents a continuation of the section which ap- 
peared in these reports for the first time in 
the 1951 report under the heading of “Some 

Improved Approaches to Expense Control” 

The 1952 report explains “work center ac- 

counting” in greater detail and gives tentative 

productivity comparisons for about twenty 
expense centers in stores with sales of over 

One Million Dollars. 

The other sections, of the report have be- 
come standard and, as usual, set forth the 
many types of operating data which have ap- 
peared in prior annual reports. 

As a whole, the report is, as usual, excel- 
lently prepared. 

deck 





FRIEDMAN 
New York, N. Y. 
Analysis of Financial Statements 

(Fourth Edition) 

By Harry G. Guthman. PRENTICE-HALL, 

Inc. New York, N. Y., 1953. Pages: 

xi + 703; $9.35. 

The material contained in this fourth edi- 
tion has been extensively rewritten. in order 
to bring it abreast of current developments. 
The general format, however, remains the 
same as in the preceding editions. 

Part I is devoted to a discussion of general 
principles of analysis and certain basic ac- 
counting concepts essential to an_ intelligent 
and informative interpretation of the financial 
statements. Since this book is not intended 
primarily for accounting majors, two chap- 
ters are devoted to the construction of the 
balance sheet and income statements. Par- 
ticular emphasis is placed on purpose, form, 
content and those accounting conventions 
which govern the classification, valuation, in- 
clusion and exclusion of the major items con- 
tained in these statements. Stress is laid on 
the importance to the analyst of determining 


(Continued on page 736) 
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Announcing... 


Two Important New Tax Books 


e By a New York Tax Man 


e For New York Tax Men 


MONATT’S 1954 GUIDEBOOK 
TO NEW YORK STATE INCOME TAXES 
onIndividuals, Partnerships & Fiduciaries 


Monatt 
Pa., Ill. 


by Samuel M. 

CPA, N...¥.s 

Up-to-date throughout, reflecting all pertinent 
changes in both Empire State and Federal tax law 
and regulations right down to press time, this easy 
reading reference—now in its fourth edition—pro- 
vides (1) a detailed picture of the New York state 
income tax law as applied to individuals, partner- 
ships, and fiduciaries: (2) specimen return forms for 
individuals, estates and trusts, unincorporated busi- 
nesses, and resident and non-resident partnerships, 
each helpfully filled-in and explained in detail; and 
shows the relationship between the New York state 
and the federal tax laws. About 264 pages, 842”x 11”, 
heavy paper covers. Price $5 a copy. Ready soon. 


* * ¥* 


MONATT’S FARMERS INCOME TAX1954 


by Samuel M. Monatt 
CPA, Ne ¥.4. Pa, 2a 


Based on first-hand knowledge of farms and 
farming, this practical manual will prove useful at 
tax time and all through the year in handling and 
reporting farm business transactions. Facs:miles of 
essential forms are helpfully filled-in with represen- 
tative facts and figures from a typical ‘arm activity, 
to illustrate sound and proper handling of each 
item, each line. Up-to-date throughout, it reflects 
all pertinent taxes right down to press time. About 
184 pages, 812” x 11”, heavy paper covers. Price $4 
a copy. Ready soon. 











CCH Products Company ORDER FORM 
214 N. Michigan Ave. 
Chicago 1, Illinois 

When ready, send first press copies of books 
indicated. (Remittance in full with order saves 
postage and packing charge.) 


( ) Monatt’s 1954 Guidebook to New as State 
11 


Income Taxes at $5 a copy. (4A 
( ) Monatt’s Farmers Income Tax 1954 at $4 a 
copy. (4A08) 
Pott, | Sa eaeaeiesre aire csr racer eaters Vk te 
WRN vesc gO vc le tata 5 <6 cic vg cactmee ain ate Camara 
pi err ee eres eer ree ee re ef 
ee | ere eee ee rere ey er ery Cre 
Clty, Dome. Ge State 2. kcccccceccsvcssivevsvveswuns 


4A11-1116 


(Please attach coupon when ordering) 
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IT’S SO EASY... 


* TO MAKE UNSURPASSED COPIES 


FROM THE FINEST 3-DIMENSIONAL 
TRANSLUCENT TAX ORIGINALS 


New clear sharp type printing both 
on the face and THE REVERSE 
SIDE of superb translucent paper 
allows you to file a copy print you 
will be proud to sign. 

TO SAVE MONEY AND SCARCE TYPING 
PERSONNEL. Just complete our translucent 


form in pencil and file a copy made by a 
diazo copying machine. 


TO FILE RETURNS ON TIME. 
rechecking necessary. 


No typing or 


1953 TRANSLUCENT TAX FORMS 


for all direct copying equipment 


AVAILABLE AS SINGLE PAGES OR 
COMPLETE FORMS 
PRICES AND QUALITY BEYOND COMPARE 


FEDERAL FORMS 


1040, 1040D, 1040ES, 1040F, 1041, 1065, 1099, 1120, 1120D, 1120EP 


r forms, 


NEW YORK FORMS 
201, 205, 3CT, 3CT-1, IT-115 
schedules, analysis sheets available 
on translucent paper 


Write now for our complete price list, order forms and samples 


CYPRESS OFFSET CORP. 


1133 Broadway 


New York 10, N. Y. 


WAtkins 4-6055 


Original Publishers of Translucent Tax Forms 





IT’S SO SIMPLE... 


* TO WORK WITH CONFIDENCE. Be reassured. 
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(Contniued from page 735) 


what portion of the net income represents 
net operating profit and what portion repre- 
sents gains or losses of a non- operating or 
non-recurring nature. This is followed in 
succeeding chapters by developing in a prac- 
tical manner the technique of analysis and 
interpretation as applied to a selected number 
of financial statements of small and medium 
sized companies representative of the mer- 
chandising and manufacturing fields. Illus- 
trations are graded from the simple to the 
complex, aimed towards providing study ma- 
terial both for the beginner and the advanced 
student. The viewpoint here is primarily 
that of the short-term credit grantor. 

Part II concerns itself with the special 
problems confronting the users of financial 
statements in analyzing and interpreting typi- 
cal statements of large publicly held corpora- 
tions engaged in merchandising and manu- 
facturing, as well as in such specialized fields 
as railroads, public utilities, mining, banks, 
insurance and holding companies. The analy- 
sis here is primarily from the viewpoint of 
both investor and corporate management. 

A comprehensive list of selected references, 
followed by problem material for both class- 
room discussion and homework assignment, 
keyed to each chapter of the text, completes 
the volume. Professor Guthmann’s latest edi- 
tion should prove valuable to both student 
and practitioner alike. 


B. BERNARD GREIDINGER 


New York University 
Graduate School of 
Business Administration 


Business and Tax Record 


3y J. K. Lasser, NAtronat BLrank Book 
Company, Holyoke, Mass. $5.75. 


J. K. Lasser’s Business and Tax Record 
(including his Business and Tax Record 
guide) will assist the owner of a medium- 


iinow that the forms you are using were sized business to maintain proper records 
the very ones submitted for government in order to prepare correct year-end tax 
approval. Know too that we are working returns. To facilitate final preparation, de- 
closely with your state Society to supply tachable summary forms, which may be 
>ecimen forms to obtain approval for the affixed to the tax return, are included as 
2CT and other forms. Be sure, buy from part of the system. The printed columnar 
these who pioneered in printing approved headings will fit most situations; if not, 


t-anzlucent tax originals. 


they may be modified to suit any particular 


3 GO ES we Ke OO 


awe > 


=3 


one. The pages are printed on green ‘“Eye- 
Ease” paper. 

This record of business income and ex- 
penditures will be of considerable assistance 
to taxpayers who desire to maintain sich a 
record by themselves. 


TO HAVE ALL THE ANSWERS. Cypress Offset 
Corp. collects all the important facts and is 
ready to furnish the answers you need. 
Write for our new booklet “1953 Author- 
ized Procedure” for a complete picture of 
the translucent tax system including new- : 
est regulations. JosHUA WACHTEL 


(Continued on page 737) 
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Payroll and Employees’ Tax Record 


By J. K. Lasser. NAtionAL BLANK Book 
Company, Holyoke, Mass. $7.95. 


J. K. Lasser’s Payroll and Employees’ Tax 
Record (including his Payroll and Em- 
ployees’ Tax Record guide) will speed the 
preparation of withholding and social security 
tax returns. It contains a complete 52-week 
record for 40 employees, printed on green 
“Eye-Ease” paper. Simultaneous posting to 
weekly summaries and individual records is 
facilitated by the device of having weekly 
payroll forms wire-bound for permanent rec- 
ord in the front section, and individual easily 
inserted looseleaf employees’ records in the 
back section. 

The system meets all requirements for 
simplified payroll tax record-keeping. 


JosHu, WACHTEL 
New York, N. Y. 


Individual Income and Tax Record 
By J. K. Lasser. Nationa BLANK Book 
Company, Holyoke, Mass. $5.95. Hard 
cover, spiral wire binding. 


J. IX. Lasser’s Individual Income and Tax 
Record (including his Personal Tax Record 
guide) is an account book, printed on green 
“Eye-Ease” paper, which will enable the in- 
dividual taxpayer to maintain a simple, run- 
ning record of his receipts and disbursements, 
with emphasis upon the tax-significant trans- 
actions. 

Section 1 comprises a Daily Cash and Gen- 
eral Business Record. Section 2 includes a 
Pay Record and a Securities Record. Section 
3 provides an Income analysis, in terms of 
Capital Gains and Losses, .Dividends, Inter- 
est, and Rents and Royalties. Section 4 fur- 
nishes and analysis of Deductions under the 
headings of Depreciation, Contributions, In- 
terest and Taxes, Medical Expenses, and 
Miscellaneous Expenses. Convenient sum- 
maries, which are attached to the leading 
schedules, may be separated therefrom and 
affixed to the tax return, thus facilitating its 
preparation. 

This record provides a convenient and 
permanent analysis and summary of an in- 
dividual’s personal tax transactions, which is 
both easy to understand and maintain. 


(Continued on page 740) 
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...ON THE DAYS: 
YOU WANT THEM 
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so" 29 2627 28.29 








BY USING OUR 
STATISTICAL DEPARTMENT 


No more worry, overtime or working 
with old figures when your tabulating 
work is turned over to us. 

Your work will be done by experienced 
personnel on our modern punched card 
machines. It will be done to your specifi- 
cations and on time. 

Why not telephone or write now for an 


estimate based on your requirements? 


ORATION 


CHICAGO - BOSTON: DETROIT - MONTREAL - TORONTO 


100 Sixth Avenue, New York 13, N.Y 


W Orth 6-2700 
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BOOKKEEPERS 
UNLIMITED 
INC-AGENCY 


DIRECTED BY A C.P.A. 


RESPONSIBLE 
EXPERIENCED 
BOOKKEEPING 
. PERSONNEL 
EXCLUSIVE LY 


299 MADISON AVE., NEW YORK 17 


fELEPHONE: OXFORD 7-2237 











specializing i in the employment requirements 
of the public accountant and his clients 


ROBERT HALF 


personnel agencies 


25-15 bridge plaza n, 
long Island city 
stillwell 6-5707 


new york city 


130 w. 42 street 
longacre 4-3834 


directed by a certified public accountant 


BUSINESS OPPORTUNITIES 


C.P.A., age 31, own practice, desires per 
diem arrangement with overburdened CAPA. 
with 0 ate possibilities. Box 654, New 


York C.P.A 

Gx NEM ae JN. ra has $10,000, to purchase 
accounting practice. Box 655, New York 
CPA. 


Society member, heavy diversified experience, 
$8,000 own practice, seeks per diem or special 
assignments, or will invest in a partnership. 
Box 656, New York C.P.A. 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 
Situations Wanted: 


20¢ a word, minimum $5.00. 
10¢ a word, minimum $2.00 
Business Opportunities: 15¢ a word, minimum $3.00 
Box number, if used, counts as three words. 

Closing Date—15th of month preceding date of publication 


HELP WANTED 


ATTENTION AvuDITORS, ACCOUNTANTS! 
Several positions ranging $5000 to $8300 de- 
pending upon background. Public or industrial 
experience acceptable. Locations Rochester, 
Newark, NYC, Boston. Box 667, New York 
CPA. 


BUSINESS OPPORTUNITIES 





Desk provided 
Directory 
505 Fifth 





Mail and Telephone Service: 
for interviewing. $6.00 per month. 
Listing. Modern Business Service, 
Avenue (42nd Street). 


Statistical Typewriting—up to 31” wide 
Reports, mimeographing, personalized letters. 
IBM typesetting. M. E. Gitsham, 45 West 
45th Street, N. Y. 36. JU 2-4844. 


Office space available in Empire State vicin- 
ity. Complete C.P.A. suite with steno and 
type service. Advise needs, number of staff 
and amount willing to pay. Box 662, New 
York C.P.A. 


Are you in need of Furnished Office, Desk or 
Mail and Phone? All available with com- 
plete service—use of confe rence and reception 
rooms. Stenographic service at a nominal 
fee. Mactell Service Co., 489 Fifth Ave 
(42nd St.) New York City. MU 2-2492. 


Don’t Let Your Work Pile Up 
Monthly reports typed quickly, accurately. 
Reasonable Rates. Pick-Up, Delivery. Bur- 
lington Steno Service, 55 West 42nd Street. 
LA 4-2230. 


C.P.A. (New Jersey )—Established firm de- 
sires to enlarge clientele by purchase of in- 
dividual accounts or entire practice. Replies 
held strictest confidence. Box 652, New York 
CPA. 


Practice Wanted 


C.P.A., 40, Society member, own firm, has 
available $10,000 to $20,000 ‘for purchase of 


practice, New York City, and vicinity. Box 
653, New York C.P.A. 
(Continued on page 739) 
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BUSINESS OPPORTUNITIES 


Accountants’ Reports Typed 
Accurately and Attractively! Also expert 
mimeographing! Lillian Sapadin, 501 Fifth 
Ave., MU shes 


Fer Sale by CPA 

Two wide carriage typewriters and complete 
dictating equipment. Price low. Buying newer 
models. V A 6-0050, New York City. 


Libesey for ‘Sale ; 
Amer. Fed’l. Tax Reports (P-H) Vol. 1-40; 
SW il of Accountancy 50 Vol.; New York 
Gr 15 Vol; All or Part. Box 657, New 
York CP.A. 


TYPING —correspondence, tax returns, sched- 
ules, etc. Fast and Accurate service. Phone 
KIngsbridge 3-7720. 


CPA, LLB, 37, specializing taxes, systems, 
desires percentage arrangement retiring prac- 
titioner, or individual 1 accounts anon 
CPA. Box 663, New York C Gal eg ." 


eadialinadl Santins to Sidiaieiltiaa, 
Expert typing of Reports, Tax Returns, 
Manuscripts, Research Material at reasonable 
rates. Desk, mail and telephone answering 
service. Bert-Ley Secretarial Service, 155 
West 72 Street, SUsquehanna 7-5599, 


Choice office space, 475 Fifth Avenue, 3 
rooms, pleasant waiting room, file and supply 
space, CPA occupies 4th room, 1 or 2 year 
lease. LExington 2-2522. 

Statistical Typing Service 

Serving midtown Manhattan and Long Island 
City; 10 years Statistical C.P.A. and legal 
experience; reports called for and delivered. 
Anita Hughes, STillwell 4- 1874. 


GPA., "32; experienced taxes, audits, re- 
ports; own small practice; desires to pur- 
chase partnership interest, practice, or indi- 
vidual accounts, Box 665, New York C.P.A. 





Accountants 
(in Metropolitan Area) 


Complimentary subscription to a monthly 
pamphlet dealing with taxes, trusts, estate 
planning, life insurance available as a public 
service. THE nen, 122 East 41 St, 
New York, N. 


SITUATIONS WANTED» 


CP.A,, Society “member, 14 years diversified 
public experience. Av ailable 10-15 days 
monthly, Box 658, New Y ork k C. P.A 


Work at sheets 
Comptometrist—own machine. Diversified 
experience with C.P.A. specializing in inven- 
tories. Will pick up and deliver. Lillian 
Young, BA 9-2755. 


(Continued on page 740) 
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Why spend valu- 
able time reading 
hundreds of letters of application and 
interviewing many prospective appli- 
cants to secure the right employee? 


Licensee 


This has been our task for 
thousands of firms since 1939. 


Our interviewers are educated and 
experienced in the fields of personnel 
and accounting. 

.) 


We do a professional job 


® 

¢ COMPTROLLERS e BOOKKEEPERS 

e OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. e STENOGRAPHERS 
Juniors e TYPISTS 

e EXECUTIVES e CLERKS 





FOR PROMPT 
SERVICE, 


Call: 





Wn. Schnuer 


Licensee 


Licensoe 


“Serving Leading National Firms Since 1939” 


Defeudatle 


EMPLOYMENT AGENCY 
220 W. 42nd St. New York 36 





Shirley Schnuer 
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(Continued from page 739) 


TAX FORMS || strcanions wanren 


CPA, MBA (Taxation), University Re- 


o search Assistant in Accounting can take care 
of research work on a - diem n part-time 
basis. Box 659, New York C. P.A 


CPA, many years experience as SENIOR, 


CALL MU 4-4732 MBA, available for per diem work on a reg- 


ular basis or for special engagements. Box 





For prompt and efficient service 660, New York C.P.A. 
C.P.A., Society member, 42, in practice 20 
e Federal and State tax forms. years ; seeks association with commercial firm 
Bout | ble f as assistant to treasurer or controller. Salary 
opies that are acceptable for open. Box 661, New York CPA 


official returns. 
Accounts Shanaite Typed 


e Prompt service. All kinds of reports and returns typed neatly, 
accurately and attractively by experienced 
statistical typist. Will pick up and deliver 
work. BAyside 9-5140. 


TROUNIGR APH SYSTEMS Statistical Typing 
. ; | - Accurate, neat typing of Financial Reports 


INC. & Tax Returns—C.P.A. experience—reason- 


1261 BROADWAY ee NEW YORK 1, N.Y. able rates. Available evenings & Saturdays. 
Box 664, New York Capea, 


e Reasonable rates. 




















( *.P.A.—eleven years highly Givexsiied nal 

: — — large firm experience; Write-ups to in-charge 

Book Reviews engagements ; Desires per diem arrangement. 
Se Box 666, New York C.P.A. 


(Continued from page 737) 

















Appointment Book and Tax Diary 


By J. K. Lasser. NAtionAL BLANK Book 
5 


Company, Holyoke, Mass. $5.95. 


This volume is a combination of a daily 
business appointment calendar and the re- 
lated record of such business tax deductions 
as entertainment, traveling and related ex- 
penses. Since the Internal Revenue Service 
has announced its new attitude of requiring 
proof of such items and that it will disallow 
estimated amounts, the need for a permanent 
record of this sort is accentuated. 

In addition to footnote reminders of federal 
tax due dates, the appendix contains sections 
entitled “What The Government Allows As 
Business Expenses”, “How To get Your 
Maximum Tax Deductions For Business Ex- 
penses”, and a “Check List Of Your Other 
Personal Tax Deductions.” These features 


will help the user to get the maximum busi- b ; ® 
ness expense allowance due him. tu ercuiosis 

In addition, the Diary will be a handsome 
appointment on any man’s desk. 
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Fiud the 


HIDDEN PROFITS 
ta Your Clients’ Gusiness! 


e Insurance has, in the last few years, become so complicated that 


many corporations are finding it advisable to have outside audits 


made of their insurance. Such an audit, made by a concern not trying 


to sell insurance, but rather offering a comprehensive study of your 


clients’ coverage, should result in substantial savings. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 
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(Continued from page 740) 


A Standard Classification of 

Municipal Accounts (No. 17) 

By National Committee on Governmental 

\ccounting. MUNICIPAL FINANCE OFFICERS 

ASSOCIATION OF THE UNITED STATES AND 

CanapA, Chicago, IIl., 1953. Pages: ix + 

129; $3.00. 

The present book is a revision of the 
National Committee’s publication, 4 Stand- 
ard Classification of Municipal Revenues and 
Expenditures. It is divided into four parts 
plus an appendix. 

Part I, consists of 7 pages and serves as an 
introduction to the use of the classification, 
and its adaptation to diverse municipalities. 
Part II, presents a master list of balance 
sheet accounts and the names of the funds 
wherein they frequently will be used. Pages 
9 to 13 present a complete chart of balance 
sheet accounts, while pages 14 to 36 explain 
the composition of each account. The balance 
sheet accounts are divided into five major 
groups: (1) assets, (2) other debits, (3) 
liabilties, (4) other credits, and (5) surplus. 
In the assets section, a further distinction is 
made between current and fixed assets. Other 
debits consist of items which are not assets 
at the balance sheet date, but which are ex- 
pected to be converted into assets at some 


1953 
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future date, as, for example, estimated reve- 
nues, as well as other accounts which nor- 
mally have debit balances, such as improve- 
ments authorized. The liabilities section is 
divided into two sub-sections, one of which 
is devoted to short-term liabilities. Other 
credits include items which are not liabilities 
at the balance sheet date, but which may be- 
come liabilities at some future date, as, for 
example, appropriations, as well as other ac- 
counts which normally have credit balances, 
such as trust and agency fund balances. 
Finally, the surplus section contains accounts 
covering both unappropriated surplus and 
earmarked surplus, such as a reserve for 
inventories. 

These balance sheet accounts are intended 
to be a master list from which accounts are 
to be selected for each fund as needed. For 
example, although the Cash account is listed 
it is intended to be used in all 


only once, 
funds. On the other hand, an account like 
Special Assessments Receivable will ordi- 


narily be found only in a Special Assessment 
Fund. In order to give the user of the classi- 
fication an idea as to the funds in which each 
of the accounts is likely to be needed, a chart 
has been included. 


(Continued on page 742) 
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CERTIFIED APPRAISALS 


Industrial Plants — Machinery 
Technical Experience Since 1916 
MODERN METHOD APPRAISALS 
Based Upon Current Market Values 
—_ 4——_—_ 
INSURANCE* TAXES* FINANCING 
ESTATES ¢ PARTNERSHIPS 
ENGINEERING and TECHNICAL 
ANALYSIS 
—— o———__ 


DAVID NEEDLEMAN 


570 SEVENTH AVENUE 
NEW YORK CITY — BRyant 9-5115 





Appraiser for 
Leading Industrial Finance Companies 














| JOHN R. BLADES © 
INSURANCE ADVISER 


Complete Surveys of 
Corporate Insurance Affairs 


No Insurance Sold 


| 744 BROAD STREET NEWARK ye ee 
Established 1926 














COMPTOMETRY SERVICE 


Inventories, Statistics, Etc. com- 
puted in your office or ours. 


WORTH OFFICE SERVICE, INC. 


114 Liberty Street N. Y. C. e WoOrth 4-6373 











APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 


STANDARD APPRAISAL COMPANY 


BOSTON ATLANTA 
PHILADELPH!A & RR Sreeer HICAGO 
PITTSBURGH NEW YORK, N. Y. ST. LOUIS 
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A distinction is made between the accounts 
which appear in a balance sheet prepared 
during the fiscal year and those which appear 
only in a balance sheet prepared at the end 
of the fiscal year after the nominal acco er 
have been closed out. For example, such a 
counts as Estimated Revenues or Ac cal 
Revenues will appear only in a balance sheet 
prepared during the fiscal year. At the end 
of the fiscal year, they are closed out and do 
not appear in a balance sheet prepared as of 
that date. On the other hand, such accounts 
as Cash or Taxes Receivable appear in bal- 
ance sheets prepared either during or at the 
close of the fiscal year. 

Part III, classifies revenue by source and 
by fund, and contains the detailed revenue 
accounts for all funds except Utility and 
other Enterprises, Hospitals, Libraries, 
Schools, Colleges, and Universities because 
their accounting is similar to the Special 
Revenue Fund. The accounts are listed on 
pages 37 to 41 and are explained on pages 42 
to 62. Like the balance sheet accounts, the 
classification of revenue accounts represents 
a master list from which the revenue accounts 
are to be selected for each fund as needed. 
Some of the accounts, such as the Taxes on 
Real Property account, apply to several 
funds. On the other hand, the Special Assess- 
ments for Construction of Highways account 
applies to the Special Assessment Fund. In 
general, the changes in the revenue accounts 
consist in eliminating some of the older ac- 
counts, and amplifying some of the explana- 
tions of accounts. Greater emphasis than 
before has been laid on the fact that the 
revenue classification is intended to cover not 
only the General Fund and Special Revenue 
Funds but other funds as well. 

Part IV, classifies expenditure accounts by 
function and activity. Several important 
changes have been made in the classification 
of expenditures. This volume explains fully 
how the various expenditure classifications 
(function, organization unit, and activity, on 
the one hand, and character and object, on 
the other) should be integrated in the finan- 
cial statements. Some of the accounts have 
been reclassified. For example, “Correction” 
which was formerly shown as a separate 
function is now shown as part of the function 
of public safety. Again, “Conservation of 
Health” and “Hospitals” formerly shown as 
separate functions have now been combined 
and are exhibited under one function desig- 
nated as “Health.” Provision has been made 
for a control account for the expenditures of 
Working Capital Funds in the list of expendi- 
ture accounts. In addition, the detailed ex- 
penditure accounts supporting the control 
account are given in the explanatory text. 
These accounts will, of course, vary with the 
type of activity financed by a particular 
Working Capital Fund. Three different kinds 


(Continued on page 743) 
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PREPARE FOR TAX TIME 


Save Time and Cost of Typing, Copying and Rechecking 


Government approved tax forms, 
and filing. 


reproduced ready for taxpayer’s signature 


You prepare one pencil copy—we reproduce on our machines as many copies 
as you require quickly, efficiently and economically. 

Prove to yourself that we can ease your burden at tax time by letting us ca'l 
for and deliver your prepared tax forms immediately. 

We are prepared to supply ycu with the following translucent government 


approved forms: 
U. S. Form +1040 
U. S. Form #1041 
U. S. Form #1120 
U. S. Form #1120 E.P. 
Schedule “D” Form #1040 


New York State Form *201 
New York State Form #205 
New York State Form #3CT 
New York State Form *3CT-1 
Schedule “D” Form +1120 


BEI PHOTOPRINT CORPORATION 
PHOTOSTATS — OFFSETS — BLUEPRINTS — BLACK AND WHITES, ETC. 


70 VESEY STREET, NEW YORK CITY 


* Phone: COrtland 7-3245-6 
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Book Reviews 


(Continued 


of orange of detailed expenditures for 
Working Capital Funds are listed covering 
Working Capital Funds established to finance 
manuf acturing activities, oper ations of a cen- 
tral garage, and the operations of central 
The detailed list of accounts are 
covered on pages 67 to 74 and their explana 

tion appears on pages 74 to 116. 

\ppendix I, is a Standard Classification of 
Accounts for Canadian Municipalities. It is 
based on a series of meetings referred to as 
Dominion-Provincial Conferences on Munici- 
pal Statistics. The classification of accounts 
is contained in the Manual of Instructions— 
5 ictal Statements, Accounting Terminol- 

: "Potuieiion. Area and Assessment Sched- 
les, (Revised Edition) published by the 
Dominion Bureau of Statistics, Ottawa, in 
1950. The appendix covers pages 117 to 129. 
\ccountants in the United States will note 
with regret that the ¢ vanadis an Manual retains 
the titles of “Reserve” for estimated losses, 
ind for other evaluation accounts. In es- 
sence, however, the classification with minor 
changes is comparable with that of the 
National Committee on Governmental Ac- 
counting. An important difference arises in 
connection with the handling of provisions 
for uncollectibles. Recognizing the legal 
difficulties which might be encountered in 

roviding that estimated uncollectible taxes 


stores. 
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be considered as expenditures, the National 
Committee has recommended that such provi- 
sions be shown as direct reductions of reve- 
nue. The Canadian classification, on the 
other hand, provides for showing them in the 
expenditure classification under the heading 
of ‘Provision for Reserves.” Incidentally, 
provisions for contingencies and for future 
expenditures are also included under this 
heading in the Canadian classification. Final- 
ly, a separate classification is provided for 
capital expenditures provided out of revenue 
in the case of Canadian municipalities. Under 
the National Committee’s recommendations 
each expenditure account listed in the classi- 
fication would be subdivided further to show 
whether it was for a current expense, a capi- 
tal outlay, or debt retirement. 

The revision differs from the preceding 
book in that (1) the older edition was limited 
to revenue and expenditures accounts only; 
the new publication also deals with balance 
sheet accounts. (2) The older edition was 
limited to classification of accounts as they 
apply to municipalities of the United States; 
the revised edition contains balance sheet and 
revenue and expenditure accounts for 
Canadian municipalities in addition to those 
for United States municipalities. The chart 


of accounts in the revised’ edition, like its 
(Continued on page 744) 
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A low-cost, direct copying machine 
that fits any accounting office! 


. The 
| BAMBINO 


aa 
a. 





$325 


plus tax 


Saves clerical costs and speeds up work by making 
direct copies of Accounting Reports... Tax Forms 
. . . Statements . . . Anything typed, drawn or 
written on ordinary translucent paper up to 9” 
wide! 

For details, phone or write: 
OZALID, 350 W. Fourth St., N.Y.C. Algonquin 5-2880 


A Division of General Aniline & Film Corp. 
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predecessor, has been made elastic so that it 
can be condensed or expanded to suit the 
needs of individual governmental unit 
without destroying the basic uniformity un- 
derlying its structure. The classification of 
accounts should be studied and used in con- 
junction with the National Committee’s pub- 
lication Municipal Accounting and Auditing 
(reviewed by this writer in The New York 
Certified Public Accountant, Volume XXII, 
January 1952, pages 70 and 71). The latter 


an 


book contains journal entries and financial 
statements which utilize the accounts illus- 
trated in the present revised volume. 
This milestone in 
establishment of uniform terminology and re- 
porting and the National Committee on Goy- 


book is another the 


ernmental Accounting should be commended 

for its efforts in bringing about general!) 

accepted governmental accounting principles. 
Max ZIMERIN: 

The Bernard M. Baruch School of 

Business and Public Administration, 

The City College of New York 








‘Binding 


THE NEW YORK CERTIFIED 
PUBLIC ACCOUNTANT 


When the magazines constituting the volume are supplied by the 
subscriber the binding charge is $3.25, plus 10¢ New York City Sales 
Tax. Each bound volume includes twelve issues, 


Bound in brown fabric with title, dates and volume number stamped 


in gold. 


Missing numbers will be supplied, if obtainable, at 50 cents each. 


Binding orders and the magazines to be bound should be mailed or 


delivered to 


THE NEW YORK STATE SOCIETY OF CERTIFIED 
PUBLIC ACCOUNTANTS 


677 Fifth Avenue - - 


- New York 22, N. Y. 
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the revolutionary new 


TRANSLUCENT 
MASTER PROCESS 

for finer reproduction of 
GOVERNMENT TAX FORMS 


and all printed, typed or written forms 
for accounting, banking and office systems 


ASK FOR 
SAMPLE 
MASTER 

SHEET 


of an actual 
form you use 


for all diazo type machines 


call or write 


TRANSFACE PROCE 


333 Hudson St., New York 13 * WA 4-5985 


TRANSFACE 


= 








Pees... 


reproduce it yourseif ! 


@ The sample is printed by our exclusive Transface Process, 
with the same inks, on the same translucent stock used for our 
government approved tax forms. 


@ try it, test it on any direct copying machine, using 
any sensitized paper for your copies. 


see for yourself! 


@ the unmatchable clarity of each copy 


@ unlimited copy after copy, each as sharp and ciear 
as the other, almost like the master itself! 


need more proof ? 


@ compare with any other form currently used, 
and you've proved Transface superiority for yourself. 
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DESK SIZE MODEL 14 


COPYFLEX IS IDEAL FOR ALL 
OFFICE COPYING 


Bruning COPYFLEX System Eliminates Typing 
Now You Can File Copies, Retain Originals! 


Now you can file Bruning Copyflex 
copies of your tax returns (except schedule 
C, Form 1040), and retain the original 
form for your own or client files, accord- 
ing to a recent ruling of the U. S. Treasury 
Department. 

Error-free copies in seconds 

The Copyflex Tax Return System 

worked out with leading bank and ac- 


counting tax authorities, completely elimi- 
nates expensive statistical typing. Copyflex 


(BRUNING ) 








also does away with copying errors, proof- 
reading, aligning of carbons, and faulty 
smudged copies. At an average cost of only 
2¢ per sq. ft—for all charges—it turns out 
permanent, accurate, errorproof, ready-to- 
use copies. 


No negatives, masters, stencils, messy 
inks, exhaust ducts or dark rooms are 
needed. Machine connects to standard 115- 
volt a-c power line. Five-minute instruc- 
tion makes anyone an expert operator. 


Mail coupon today for the full story on 
Copyflex—the modern way to speed pro- 
duction of tax returns and copies at re- 
markable savings in time and money. 


CHARLES BRUNING CO., Inc. 


100 READE STREET 
. NEW YORK CITY 
BA 7-8300 


125 NORTH STREET 
TETERBORO, N. J. 
HAsbrouck Hts. 8-3600 
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Cutting Costs with Diazo-type 


Equipment 
By Jack H. Ktern, C.P.A. 


This paper discusses the advantages and limitations inherent 
im the use of Diazo-type equipment. 


pee Treasury Department has 
cleared the way for cutting costs in 
processing tax returns. It now accepts 
reproduced copies of returns, making 
possible substantial savings in typing 
and proofreading. Typing, in fact, can 
be eliminated. So can proofreading. 

Tax returns can be reproduced by 
several types of equipment. However, 
I shall discuss Diazo-type equipment 
only, because I have found it to be the 
most effective. 

Diazo-type processes are essentially 
photographic. A translucent sheet is 
exposed to ultra-violet light and de- 
veloped by chemical vapors or by con- 
tact with a developer. The Oczalid, 
Bruning, and several other types of 
machine use this process. 

These machines will produce a copy 
of any typed, printed, or written ma- 





Jack H. Kern, C.P.A., partner 
in the firm of Aronson & Oresman, 
CPA’s, has been a.member of the 
Society since 1944. He is also a 
member of the National Association 
of Cost Accountants and the Ameri- 
can Institute of Accountants. 

This paper was presented by him 
at a technical meeting of the Society 
held on October 14, 1953, at the 
Hotel Roosevelt, under the auspices 
of the Committee on Administration 
of ‘Accountants’ Practice, of which 
Mr. Klein is chairman. 
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terial. No special writing instrument 
must be used. Pen or pencil are both 
fine. The only requirement involved is 
the paper, since translucent paper must 
be used. 

As for physical labor, hand feeding 
is necessary. That is all. The copy 
comes out mechanically, all developed, 
and ready to be sent off. Any number 
of copies may be run off. Each time a 
translucent sheet is fed in, a copy comes 
out. The process takes about a minute 
a page. 

Asa reproducing device, Diazo-type 
machines are, in my opinion, the most 
practical for making from one to 25 
or 30 copies. When a larger run is re- 
quired, it is more practical to use dupli- 
cating equipment, such as the Multilith, 
Davidson, Ditto, and Mimeograph ma- 
chines, which can turn out a high vol- 
ume of copies quickly at a low cost per 
copy. But Diazo-type equipment is 
ideal for the reproduction of tax re- 
turns, as the procedure is simplicity 
itself. 

To get the biggest savings out of the 
Diazo-type process, the mz aterial to be 
reproduced should be handwritten. 
That eliminates all typing and proof- 
reading. 

Here are the steps in preparing a 
tax return from start to finish using 
a Diazo-type machine: 


(1) Purchase blank returns already 
printed on translucent paper. The 
price for a Form 1040 is about four 
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cents, and about 12 cents for a Form 
1120. 

(2) Prepare the return in long hand, 
using an ordinary soft lead pencil. 

(3) Check the return with a blue 
pencil, since blue pencil marks will not 
appear on the reproduced copies. Other 
notations may also be made on the 
translucent paper with blue pencil, as 
for example, the name of the account- 
ant preparing the return, the name of 
the reviewer, the date prepared, etc. 
They will not show up on the copy 
that goes to the Treasury Department. 

(4) Run the return through the ma- 
chine, either page by page or all at 
one time, depending on the size of the 
equipment used. 


Supporting schedules for the returns, 
such as Dividends, Interest, Capital 
Gains and Losses, Depreciation, etc., 
may be prepared on translucent analysis 
paper or on printed dummy forms and 
similarly run off. 

Two copies of a return can be made 
in less than two minutes. As the cost 
of the sensitized paper is about one 
cent for a 12 x 12 sheet, the cost of 
a four-page Form 1040 with 2 copies 
would be about 12 cents. A Form 1120 
with two copies would cost about 20 
cents. 

No training is necessary for the prop- 
er preparation of returns for reproduc- 
ing. All it takes for good reproduction 
is a legible hand and a soft pencil. And 
more than that, the typist and the proof- 
reader are by-passed completely. 

The reproduction of the following 
tax forms has been approved by the 
Treasury Department: 


. Color 

Form Ink Paper 
1040 Black White 
1040 A Black Buff 

1040 D Black White 
1040 F Black White 
1040 ES (1954) Dark Brown White 
1041 Brown White 
1065 Dark Blue White 
1099 Black White 
1120 Black White 
1120 D Black White 
1120 EP Black White 
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The following is a digest of the con- 
ditions which must be met in order for 
reproductions to be acceptable to the 
Treasury Department : 

1. The reproductions must be facsimiles of 

the complete official form. 

2. The reproductions are required to be 
printed on paper of substantially the 
same color, weight and texture and of 
quality at least as good as that used in 
the official forms. (The Department has 
approved for filing the 20% Ib. paper 
used in the Diazo-type processes. ) 
Official forms which are printed in 
black ink must be reproduced in black 
ink and, in the case of official forms 
printed in other than black ink, the re- 
production must be printed in ink of 
substantially the same color as that of 
the official form being reproduced. 

4. The size of the reproductions, both as 
to the overall dimensions of the paper 
and the image reproduced thereon, must 
be the same as that of the official form. 
Reproductions of signatures on the re- 
turns to be filed will not be acceptable. 
All signatures must be original, affixed 
subsequent to the reproduction process. 

6. Schedule C of Form 1040 may not be 

reproduced under any circumstances. 

The New York State Department of 
Taxation & Finance has approved the 
reproduction of the following New 
York State tax returns: 

Form 

Number 


ww 


on 


Description 


SCL Corporate Franchise Tax Report 

3 CT-1 Supplemental Schedules 

IT-115 Notice of Change in Net In- 
come, etc. 

201 New York State Income Tax 
Resident Return 

205 New York State Income Tax 


Fiduciary Return 

The conditions upon which this ap- 
proval was granted are as follows: 

1. Forms may be reproduced on 17 pound 

paper. 

2. Forms will be accepted although repro- 
duced on one side of the paper, only. 

3. Forms 3 CT, 3 CT-1 and IT-115 must 
be reproduced on white paper, forms 201 
and 205 must be reproduced on canary 
paper. 

4. Approval is effective for tax returns 
based upon calendar year 1953 and for 
fiscal years ended after December 31, 
1953. 

Approval is provisional for one year so 
that the Department of Taxation and 
Finance may review results. 

(Continued on page 760) 
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The Use of Transfer-copy Equipment 
in the Accountant’s Office 


By Jacop Lanois, C.P.A. 


This paper discusses the advantages and limitations inherent in 
the use of transfer-copy equipment. 


ea practitioners who are con- 
cerned with costs as much, if not 
more, than their larger fellow practi- 
tioners, are often in the position where 
they cannot afford the initial expendi- 
ture for a Diazo-type reproducing ma- 
chine. In these instances, it may be 
necessary for them to look elsewhere 
for a reproducing machine to solve their 
problem. Besides the initial cost factor, 
there are numerous aspects with regard 
to the other types of reproducing equip- 
ment which should be of considerable 
interest to small and large practitioner 
alike. 

Since there are many types of repro- 
ducing machines on the market, it 
would not be feasible to cover them all. 
[ have therefore limited my paper to 
those machines which are based on the 
photo-copy or transfer-copy process. It 
is also my intention not to recommend 
any particular type or model of transfer- 
copy machine, since there are many 
companies manufacturing similar equip- 
ment of a competitive nature. 





Jacos Lanois, C.P.A., is a mem- 
ber of the Society and is currently 
serving on its Committee on Admin- 
istration of Accountants’ Practice. 

He is associated with the firm of 
Clarence Rainess & Co., CPA’s. He 
is also a member of the Systems and 
Procedures Association and_ the 
American Management Association. 

This paper was presented by him 
at a technical meeting of the Society 
held on October 14, 1953, at the 
Hotel Roosevelt, under the auspices 
of the Committee on Administration 
of Accountants’ Practice. 
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The Transfer-copy Process 

The transfer-copy process requires 
very little description. The record to be 
copied is placed face to face with a sheet 
of sensitized negative paper and is ex- 
posed to light by feeding through the 
machine. After exposure, the original 
is set aside and the negative paper is 
placed face to face with another sheet 
of paper and run through the machine 
which contains the necessary develop- 
ing fluid. The sheets emerge from the 
delivery slot adhered to each other and 
are easily pulled apart. On the result- 
ant positive sheet, you have a photo- 
graphic copy of the original, faithfully 
reproduced in black on white. This en- 
tire process can be completed in one 
minute or less. 


Uses of Transfer-copy Equipment 

The uses of transfer-copy equipment 
are many. Of course, one of the major 
uses by the accountant would be to re- 
produce tax returns. One must always 
make sure that any equipment selected 
for this purpose conforms with govern- 
ment requirements regarding size, color, 
weight and texture of the paper used 
for the reproduced copy. There is also 
the requirement that the color of the ink 
and the size of the reproduction be sub- 
stantially the same as used on the offi- 
cial form. Besides tax returns, account- 
ants may use transfer-copy equipment 
to reproduce reports, letters, inter-office 
memos and to make copies of legal 
documents. This equipment can also be 
utilized in reproducing graphs, charts 
and forms in connection with special 
reports and systems work. 

Unlike the Diazo process of repro- 
duction, the original copy fed into the 
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machine does not have to be on trans- 
lucent paper. Any kind of opaque or 
colored paper may be copied by the 
transfer-copy machine without any in- 
termediate process. It is also possible 
to reproduce copy on both sides of a 
sheet by means of a new duplex process 
now available on certain types of 
transfer-copy machines. Another ad- 
vantage is the relatively low cost of the 
initial equipment. Prices of transfer- 
copy equipment range anywhere from 
$250 to $575, depending on the type 
and model desired. There is also a lack 
of heat and fumes that may be present 
in other types of equipment. Consider- 
ably less space is required by transfer- 
copy equipment than by the Diazo-type 
machine. This may be an important 
factor in smaller offices. 


Limitations on Use of Transfer- 
copy Equipment 


There are, however, certain limita- 
tions with regard to  transfer-copy 
equipment which must be recognized 
before selecting a reproducing machine 
for your office. The maximum size of 
the print is an important factor to be 
considered. Some transfer-copy ma- 
chines cannot produce a print larger 
than 8%” x 11”. Others may have a 
print size of 11” x 17”. Another con- 
sideration is the comparative cost of 
paper. The price of paper used for re- 
productions by transfer-copy equipment 
is considerably higher than the cost of 
paper used in the Diazo process. This 
is especially true where more than one 
copy is required. With most types of 
transfer-copy equipment a new negative 
must be prepared for each copy desired. 

This paper does not attempt to evalu- 


ate the relative advantages or disadvan- 
tages of the various makes of transfer- 
copy machines. Although they operate 
on the same basic principles, there are 
important differences to be considered. 
These should be carefully investigated 
by a prospective purchaser. 


Economies from Use of Transfer- 
copy Equipment 

With the constant increase in office 
costs and scarcity of trained office per- 
sonnel, the use of improved methods of 
getting the work done has become of 
vital interest to every accountant. Ina 
fair-sized accounting office, a saving of 
3314% in the number of statistical typ- 
ists employed, and in the corresponding 
salaries, was effected through the use of 
a Diazo-type reproducing machine. 
Since the average salary of a statistical 
typist is approximately $3,500 per year, 
this sort of saving becomes an impor- 
tant item-in the cost of running an 
office. The use of reproducing equip- 
ment is therefore an important step in 
the direction of reducing office costs. 

In addition to the aforementioned 
economies, the reproducing machine 
has made it possible to get reports out 
more expeditiously. Whereas, in the 
past, it took up to two weeks in our 
own office to type and process certain 
reports, we can now mail out these re- 
ports within two or three days after 
they are prepared. They look neat and 
are favorably received by our clients. 

In view of the many uses to which 
reproducing equipment can be put, 
whether it be the Diazo- or transfer- 
copy type of machine, this valuable tool 
should become of vital importance to 
every practitioner. 


OKO 


FORENSIC ACCOUNTING 


The term, Forensic Accounting, was also used by Maurice E. 


Peloubet in his earlier 


article on the subject appearing in the June, 1946, issue of the Journal of Accountancy 
(Vol. LXXXI, No. 6, page 458). Mr. Max Lourie, in his recent article on the same subject, 
appearing in our November, 1953, issue, inadvertently overlooked this point—Ed. Note. 
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Pension Plans for Small Enterprises 


By Tuomas A. MEANEY 


After considering the risks involved in informal pension planning, 

this paper outlines various types of insured and non-insured plans 

and points out their respective functions. The advantages of insured 
pension plans for smaller companies are emphasized. 


Risks Involved in Informal 
Pension Programs 


For my introduction to this subject, I 
am indebted to a little booklet entitled 
“In Pensions We Trust” which I en- 
joyed reading recently. This booklet 
cited the pension problem that was ulti- 
mately encountered by an old and stable 
business organization which I will call 
the XYZ Company. For many years, 
this company did more for its men than 
others in the same industry, providing 
sick leave benefits, social clubs, com- 
pany loans,sChristmas bonuses, etc. An 
employee becoming married received 4 
nice wedding present, the birth of a 
baby brought forth another fine com- 
pany gift—here was a company with a 
great big heart. Naturally, it took care 
of its older employees when they had 
to be retired. This started like all in- 
formal pension schemes and the com- 
pany called it “extended payroll.” As 
the years went by, the extended payroll 
kept extending but there never was any 
doubt that this practice would last for- 
ever. However, one day the family 
having stock control decided to sell its 
holdings and the prospective purchaser 
found a column headed “Extended 
Payroll” amounting to $500,000. The 
purchaser’s financial advisors stated 
that the continuance of this payroll 


ee 





Tuomas A. MEANEY is a Director 
of the Group Annuities Division, 
Equitable Life Assurance Society. 

This paper was recently presented 
by him at the 20th Annual Confer- 
ence of the Society, held at Saranac 
Inn, N. Y. 
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would bankrupt the company. This was 
a startling disclosure to the XYZ Com- 
pany. After much discussion, a com- 
promise was reached under which the 
new owners would continue this prac- 
tice until such time as the cost exceeded 
$1,000,000 a year. Within 7 years the 
$500,000 column increased to almost 
$1,500,000 without any leveling off in 
sight. After many weeks of study and 
consultation with competent advisors, 
it was decided to discontinue the 
“Extended Payroll” account and sub- 
stitute an actuarially sound plan. 

I have personal knowledge of another 
situation involving a company which 
now has a formal plan but is continuing 
to pay pensions out of operating income 
to all employees who retired before the 
formal plan was set up. In discussions 
leading to the establishment of the for- 
mal plan, we were asked how much it 
would cost to insure the pension pay- 
roll. We quoted a figure which the 
company rejected as too high. This all 
took place many years ago. Recently 
the president of that company dropped 
into the office and told me that in the 
intervening years their pension payroll 
disbursements have been more than 
twice the amount it would have cost 
to completely eliminate the company 
responsibility by insuring the pension 
payroll. 

These situations are cited to illustrate 
the risks involved in failing to formal- 
ize a pension program. As strange as 
it might seem, there are still many com- 
panies following the obsolete practice 
of paying pensions out of operating in- 
come, including a number of companies 
who have not yet fully realized the 
dangers because of their policy of keep- 
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ing old people on the job as long as 
they can get to work. In most instances, 
of course, they are actually paying pen- 
sions but under the heading of salary 
or wages. 


Rapid Growth of Formal 
Pension Plans 


Notwithstanding the situations just 
mentioned, there has been an increas- 
ing awareness on the part of manage- 
ment generally that the pension prob- 
lem is a serious one requiring careful 
planning and definite action before the 
pension costs (whether apparent or hid- 
den) have gotten out of hand, and as 
you all know, there has been a rapid 
growth in the number of formal pension 
plans for some years past. Contribut- 
ing to this growth has been the enact- 
ment of Social Security, which made 
people more conscious of the need for 
pensions, the tax advantages accruing 
to employers adopting plans satisfac- 
tory to the Bureau of Internal Revenue 
and the relatively recent interest in pen- 
sions on the part of organized labor. 

As of today*, I understand almost 
20,000 formal pension plans have been 
approved by the Bureau of Internal 
Revenue. These comprise ail types of 
plans, but in general they fall into two 
categories, considering pensions alone, 
or three categories including profit-shar- 
ing plans. The first category would com- 
prise the non-insured variety—called 
the trusteed or self-administered type 
of plan. The second category would 
embrace the insured plans made up of 
group annuities, deposit administration 
plans, individual policy plans, group 
permanent plans or a combination of 
any two of these arrangements. The 
third category would be the profit- 
sharing plans which are always handled 
through a trust although in many in- 
stances some of the trust proceeds are 
used to purchase individual insurance 
and annuity policies. 


* Ed. note—June, 1953. 
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Outline of Non-Insured and 
Insured Pension Plans 


Obviously, in the time allotted it 
would be impossible to describe all 
these arrangements in detail, but I will 
try to give you some idea as to how 
each one operates, except with respect 
to profit-sharing. 

1. Self-administered trusteed plans 

-This is one in which the em- 
ployer deposits with an outside 
agency, usually a bank or trust 
company, the money estimated as 
sufficient to fund the expected 
pension benefits. The services of 
a consulting actuary are required 
to assist in making the necessary 
estimates. Annual valuations are 
needed to test the adequacy of 
the fund. Of course, the fund is 
invested in a manner which we 
must presume is consistent with 
safety and prudence and when- 
ever an employee retires the 
amounts needed to provide his 
pension payments are taken out 
of the accumulation of the fund. 
Group Annuities—This is an in- 
surance company contract provid- 
ing in the typical situation for the 
purchase each year of whatever 
annuities the plan provides for 
that year’s service. The payment 
of the annuities is deferred to re- 
tirement date. This process is re- 
peated each year so that at the 
point of retirement, each employ- 
ee’s annuity represents the sum of 
all the smaller annuities purchased 
during each year of his member- 
ship in the plan. The distinguish- 
ing feature of this arrangement is 
the lifetime guarantee connected 
with each piece of annuity as pur- 
chased, thereby completely re- 
lieving the employer of any fur- 
ther obligations as to such an- 
nuity. 

3. Deposit Administration—This al- 
so is an insurance company con- 
tract wherein the actual purchase 
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Pension Plans for Small Enterprises 


of annuities and the accompany- 
ing guarantees do not take place 
until retirement age. Prior to 
that time, the employer makes 
annual payments into the deposit 
fund maintained by the insurance 
company. This part of the ar- 
rangement is similar to the self- 
administered trust except that 
most insurance companies guar- 
antee the principal and a mini- 
mum rate of interest on the fund. 
However, the adequacy of the 
fund becomes the responsibility of 
the employer as in the case of the 
self-administered or trusteed plan. 
4. Individual policies — This ar- 
rangement involves the issuance 
of individual annuity or retire- 
ment income policies pursuant to 
a trust agreement which is needed 
because there is no master con- 
tract as in the case of the other 
insured arrangements. Another 
form involves the use of individ- 
ual ordinary life policies coupled 
with an auxiliary deposit fund, 
the fund being needed at the point 
of an employee’s retirement to 
bring the value of the ordinary 
life policy up to the point where 
a pension can be provided. In 
general, the distinguishing char- 
acteristic of the individual poli- 
cies is the fact that they feature 
death benefits as well as pension 
benefits. 
Group Permanent plan—Basical- 
ly this has the same character- 
istics as the individual policy 
plan, except that only one master 
policy is used and life insurance 
benefits are provided up to a fixed 
maximum without medical ex- 
amination. 
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Statistics as to Relative Popularity 
of these Plans 
Perhaps you will be interested in 
some statistics as to the relative popu- 
larity of these several types of plans. 
My figures will have to be considered 
rough estimates since it is very difficult 
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to obtain reliable figures on al! {e sev- 
eral types of plans. 

Based on a recent survey of 217 con- 
ventional type plans made by the Bank- 
ers Trust Company, it would seem that 
about 44% of these plans are insured. 
This figure disregards all “union type” 
negotiated plans and a relatively small 
number of plans which are either un- 
funded or those that combine both in- 
sured and non-insured arrangements. 
I have no idea how the companies were 
selected, but it is significant that the 
217 plans apply to companies ranging 
in size from the very large groups to 
those having as few as 200 employees. 
If we consider groups having between 
200 and 500 employees, 52% of all the 
plans would be insured. If the Bankers 
Trust report covered cases having few- 
er than 200 employees, I am sure the 
percentage of insured plans would be 
much greater. From a different source 
based on over 13,000 plans, I have 
estimated that the appropriate percent- 
ages would be about as follows: 


Individual policies—58% 
22% 





Group Annuities 2 f : 
(including Deposit Administration) 


Other insured plans on individual or group 
permanent basis—l10% 
Self-administered, trusteed plans—10% 


Thus, it should be noted that about 
90% of these plans are insured. | 
hasten to add in fairness to the banks 
and trust companies that the above 
comparison does not reflect profit-shar- 
ing plans of which there are approxi- 
mately 4,000, nor does it reflect the 
fact that the self-administered trust ar- 
rangements cover far more employees 
than any of the other categories. This 
undoubtedly is attributable to the fact 
that most of the negotiated plans, many 
of jumbo size, favor the self-adminis- 
tered or trust arrangement. This is 
due at least in part to the fact that with 
this type of funding unions typically 
have more of a voice in the administra- 
tion of the plan. 
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Function of Each Type in 
Pension Planning 


At this point, some comment would 
be in order as to where each type of 
plan fits into our pension pattern. This 
the discussion contro- 
versial. Because of conflicting interests 


is where gets 
there is no unanimity of thought as 
to where each plan would have its best 
application. I think most of us would 
agree that the size of company has some 


bearing in this determination. Here 
again, we can’t agree as to what is 


meant by a small company as compared 
with a medium-size or large company. 
Nevertheless, at least as a rough guide 
I will give you my opinion as to a rea- 
sonable breakdown. 

Any company having fewer than 50 
employees should confine its pension 
thinking to the use of individual poli- 
cies. 

For a group having between 50 and 
100 employees, it would be well to con- 
sider either individual policies or group 
annuities, with emphasis on group an- 
nuities unless there is unusual interest 
in providing death benefits in addition 
to pensions. 

Between 100 and 500 employees, the 
employer would be ill-advised to con- 
sider any medium but group annuities. 

For groups between 500 and 1,000 
lives, group annuities would be the 
proper vehicle to use especially for the 
contributory plan, but the employer 
would be justified in considering a de- 
posit administration plan or possibly 
a self-administered trusteed plan if the 
benefits would be entirely provided by 
the company without asking employees 
to share in the cost. 

Where more than 1,000 employees 
are involved, I would be very much 
surprised to find any company not 
considering both deposit administration 
and the self-administered trust. Never- 
theless, it is interesting to note that 
many very large groups still prefer the 
regular group annuity plan. 
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Advantages of Insured Plans for 
Smaller Companies 


Since I understand most of you rep- 
resent so-called small employers, I 
would like to say a little more about the 
advantages of the insured arrangement 
with particular reference to smaller com- 
panies. These comments should be pref- 
aced, however, with some explanation 
as to what we mean when we refer to 
pension costs. I would like to empha- 
size that real pension costs are not 
represented by the insurance company’s 
annuity rates nor the estimates made 
by the consulting actuary. In general, 
pension costs involve 3 factors ; namely, 
expenses, mortality and investment 
earnings. Each of these factors is rec- 
ognized by the insurance company in 
constructing rates. They are also rec- 
ognized by the consulting actuary in 
his periodic estimates. The expense 
item does not cause too much trouble 
and in any event, it is a relatively minor 
item. The other two are items of major 
concern since no one can foretell ex- 
actly how long an employee will live 
nor what interest rates will be 5, 10, 30, 
40 years from now. Please keep in 
mind the long-term nature of the an- 
nuity plan. Try to appreciate the real 
problem involved in putting into a pen- 
sion plan today a sum of money that 
is supposed to represent full payment of 
an annuity which may not commence 
for 35 years and which would then 
have to be paid for a long period there- 
after depending on the employee’s lon- 
gevity. In other words, the insurance 
company’s obligation for a premium 
paid today may not be completely met 
for 50 or 60 years in the future. 

Actuaries will differ as to what ex- 
pected mortality will be and what invest- 
ment earnings will be. They agree only 
on one point; namely, that the ulti- 
mate pension cost will represent bene- 
fits paid out plus expenses less invest- 
ment earnings. In the smaller cases 
the use of a non-insured arrangement 
would present real hazards arising 
chiefly out of the unpredictable nature 
of mortality experience. It is impos- 
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Pension Plans for Small Enterprises 


sible to construct a mortality table that 
would apply to a small number of em- 
ployees. Even in our own experience 
on groups from 100 to 300 employees, 
we have found that the actual mortality 
experience has run from about 3% to 
303% of the experience expected by 
the table we are currently using. If 
the plan is insured, this sharp fluctua- 
tion does not disturb the employer be- 
cause he pays only the premium re- 
quired based on expected experience. 
In the non-insured plan, adjustments 
would have to be made from time to 
time to reflect this fluctuation in ex- 
perience. Unfortunately, these adjust- 
ments often involve deficiencies which 
are discovered only at a time when it 
is a hardship for the employer to put 
in the fund the additional sums needed 
to bring it to an adequate level. What 
I am saying, in effect, is that for the 
smaller cases, this mortality uncertainty 
can be a far more important factor 
than investment earnings. But even 
with respect to investment earnings, 
we think the insured plan is more ad- 
vantageous since the small employer en- 
joys the same rate of investment return 
credited to group annuity cases of all 
sizes, that is, the return based on the 
total assets of the insurance company. 
The self-administered trust, however, 
maintains a segregated fund which 
means in the case of the smaller funds 
that very little diversification of invest- 
ment would be practicahle. I would 
assume in such instances that the trus- 
tee would confine his efforts to earn- 
ing the minimum interest rate assumed 
by the actuary. Of course, he would 
also have to watch his maturities in 
order to have sufficient cash on hand 
to pay retiring employees. In general, 
therefore, the insured plan would seem 
to be especially appropriate for smaller 
cases since the insurance company takes 
over the investment and actuarial serv- 
ices and, with respect to group plans, 
handles most of the plan’s administra- 
tion, makes assistance of its widespread 
field organization available and assists 
in furnishing information needed with 
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respect to proxy statements and Treas- 
ury Department requirements. The 
most important advantage is the placing 
of a ceiling on the employer’s cost with 
respect to the yearly annuities accumu- 
lated. I don’t want to imply that. there 
is any magic by which insurance com- 
panies can absorb some of the employ- 
er’s true ultimate pension costs. Con- 
tinuing adverse experience would nec- 
essarily be reflected in the dividend 
formula and, if widespread, in the in- 
surance company’s basic rate struc- 
ture. Nevertheless, the employer and 
employees have the assurance that if the 
plan needs to be abandoned or sus- 
pended during a business recession, 
there are no deficiencies to be made up 
at that time. The plan up to that time 
is on a fully paid-up basis. 


Dividends on Group Annuities 


For the benefit of many of you who 
represent employers who should be 
interested in Group Annuities, let me 
say a few words about dividends. We 
try to fix premium rates which we think 
will cover costs and provide what we 
hope is a little safety factor. You may 
hear about the insurance companies’ 
“loading” for expenses running up to 
8% of premium. Actually, in our own 
cases, our actual expenses are averag- 
ing less than 212% of the premium. 
The balance of the loading helps to 
overcome any deficiencies resulting 
from mortality improvement and fluc- 
tuation in investment earnings, chance 
fluctuation in mortality plus a fund 
to cover future expenses if the contract 
is discontinued in which event we con- 
tinue to administer the plan and pay 
annuities until the last man has died. 
Remember, any surplus we are able to 
develop always remains to the em- 
ployer’s credit in the separate account 
we maintain for dividend purposes on 
each case. The basic framework of the 
dividend formula is simple. Each year 
we look at the total income, add invest- 
ment earnings and then deduct dis- 
bursements. The balance is compared 
against the insurance company’s ex- 
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pected obligations and any excess is 
paid to the employer as a dividend. 
These dividends in the Equitable will 
amount to about $6% million this 
year. 


Proper Measurement of 
Pension Liabilities 


With respect to pension liabilities, 
I'm wondering whether you, in your 
capacity as accountants, shouldn't be 
very much concerned with a rather 
common tendency today to shy away 
from realistic appraisals of true pension 
liabilities. What is the employer’s ob- 
ligation? How is it measured? One 
company may think its obligation is 
met simply by continuing its plan as 
long as it is financially able. Another 
thinks its obligation extends to the 
point of having sufficient reserves set 
aside to take care of retired employees 
only. Another thinks its reserves should 
also be adequate at all times to take 
care of accrued benefits for active as 
well as retired employees. One author- 
ity on the subject has raised this ques- 
tion: To what extent are directors 
under a legal obligation to reserve funds 
to meet pension responsibilities before 
paying dividends to stockholders. I un- 
derstand many accountants are becom- 
ing concerned about this question of 
standards in proper measurement of 
pension liabilities. Remember, several 
different consulting actuaries are very 
likely to give you several different 
measurements of pension liability. I’m 
no accountant, but it seems to me that 
it is sound accounting to discharge each 
year’s liability as it occurs. This is 
possible only under a fully insured pen- 
sion plan. 


Need for Expert Guidance 

There are few fields where expert 
guidance is more necessary than in the 
pension field. Also, and this is unfor- 
tunate, there are few fields where it is 
more difficult to find an unprejudiced 
advisor. This places on the employer 
the responsibility of first studying each 
pension funding medium and going to 
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each one for more particulars. If you 
want to know how a self-administered 
trusteed plan works, go to the trust 
company. If you want to know the 
true story of an insurance company’s 
operations, go to the insurance com- 
pany, preferably one pretty well estab- 
lished in the pension field. If you're 
interested in an individual policy plan, 
it is especially important to find an in- 
surance agent who specializes in this 
activity. 


A Recent Development in 
Mortality Tables 


This discussion would not be com- 
plete without a few comments about 
a most important recent development 
in the field of pension planning—a de- 
velopment which will have a vital im- 
pact on pension costs. Until a short 
time ago, mortality tables used in meas- 
uring the costs of retirement plans 
were virtually obsolete at the time they 
were introduced because they were 
based on experience up to that time 
coupled with experience then current. 
Now, after two years of study and re- 
search based on data from all available 
sources, an eminent actuary, Mr. Ray 
Peterson, has developed a table which 
permits a far more realistic measure- 
ment of future pension costs because 
it is the only table taking account of 
the proven rate of future improvement 
in mortality. No one will live forever, 
but let one give you an idea what this 
study has developed—A male age 65 
this year has a life expectancy of about 
14.8 years. A male attaining age 65 
in 1963 will have a life expectancy of 
about 15% years; one attaining age 65 
in 1973, about 16 years ; and one attain- 
ing age 65 in 1983, about 1634 years. 
Time does not permit elaborating on 
this intriguing subject, but explanatory 
literature is available on the subject. 

I’m sure I’ve failed to cover many 
items in which some of you are es- 
pecially interested. I hope I will have 
an opportunity to cover these in the 
period allocated to questions and an- 
swers. 
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Pensions, Profit 


Sharing and the 


Accountant 


By CuHarves S. WILSON, JR. 


When involved in the formulation of an employee-benefit plan, the 
accountant should make sure that his client understands the various 
types of plan and selects the one most suited to the accomplishment 


of the latter’s objectives. 
problem ts 


The Role of the Accountant 


The growth of pension, profit sharing 
and savings plans is being accompanied, 
[ believe, by an expanding role for the 
professional accountant in this particu- 
lar area of employee-benefit plans. 

This belief is based on experience. 
The experience has come through work 
in this field not only with employers, 
but with attorneys, actuaries, insurance 
advisors and, to an increasing degree, 
those engaged in the accounting pro- 
Tession. 

The record shows that more and 
more medium and smaller size employ- 
ers are adopting pension or profit shar- 
ing plans and sometimes a combination 
of both. The record does not disclose, 
as do conversations with such employ- 
ers, what may or may not be the final 
or near final stimulus for the adoption 
of these plans. However, as account- 
ants, you may be pleased to read that in 
many cases the final stimulus, as dis- 
closed by the employer, has been pro- 
vided by the accountant. 

The development by the accountant 
of this final stimulus seems logical. Who 
other than he is more familiar with the 
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A typical small-business 


considered. 


financial position of the company and, 
especially in smaller corporations, the 
financial position of those individuals 
most important to the continuing suc- 
cess of the enterprise? Even though 
the original thought about pension or 
profit sharing may have come from an- 
other source, the accountant, with his 
grasp of the financial affairs and out- 
look of the corporation and its individ- 
uals, seems to be increasingly looked to 
for his opinion before any action is 
finally taken. Concurrent with my feel- 
ing that the accountant is becoming a 
more and more decisive figure in the 
adoption of these forms of employee 
benefits, goes the hope that with this 
expanding and more important role, the 
accountant will be prepared to offer the 
employer correct and worthwhile sug- 
gestions. 

For example, suppose the Treasurer 
of a company for which you are the in- 
dependent auditor were to say to you, 
“Mr. Accountant, we are thinking 
about some form of employee benefit 
plan. We have discussed pensions, 
profit sharing and savings plans with 
our insurance broker and with our 
banking connections. Do you have any 
suggestions before we go any further in 
our thinking ?” 

This type of question is being put to 
more and more accountants and it is 
one which requires the accountant to 
have more than the knowledge that 
such plans are tax exempt when quali- 
fied under Section 165 of the Internal 
Revenue Code. 
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Clarify Client’s Understanding 

of Plans. 

If I were in that accountant’s shoes, 
.1 believe I would reply with this ques- 
tion, “What have you been told by 
these people?” After this question, an- 
other question seems in order. “What 
plan appeals to you and why ?” 

The reason for the first question 
seems quite clear. Find out if your 
client has been correctly informed re- 
garding these plans and if he has a rea- 
sonable idea as to where each begins 
and ends. There is so much overlap- 
ping in the terms used in this field that 
it is small wonder that many employers 
are confused. A ‘“Money-Purchase 
Pension and Profit Sharing Plan” 
sounds fine when explained by an ex- 
pert in this field, but the employer may 
not grasp the fact that money-purchase, 
pension, and profit sharing are terms 
which can mean one thing when stand- 
ing by themselves and another when 
used in combination. 

After assisting your client with the 
clarification of terms such as definite 
benefit, lump sum for past service, nor- 
mal cost, unfunded and funded liabili- 
ties, unit-credits, level premiums, entry- 
age normal, units of participation, credit 
units and a host of other such terms, see 
if he knows the difference between pen- 
sion, profit sharing and savings plans. 
Not just the surface differences, but the 
deeper differences which will, in the 
long run, determine whether or not the 
employer adopted the plan best suited 
to his objectives and his ability to meet 
the cost of the obligations assumed. 

For example, if pensions are being 
considered and the business is one of 
wide swings profit-wise, the accountant, 
in conjunction with an actuary or an 
advisor from the insurance company, 
can point this out and explore, for the 
benefit of the employer, the various 
tvpes of funding methods available and 
the individual flexibility they provide in 
meeting the cost of pensions. 

While in the long run and final ac- 
counting, pensions may cost the em- 
ployer about the same under any fund- 
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ing method, the method used does rep- 
resent the plan of payment through 
which the promised pension benefits are 
financed. The funding method is also 
the mechanism which controls and de- 
termines when and how much of the 
eventual cost of pension benefits is to 
be paid into the funding medium. The 
medium can range from a variety of 
insurance company contracts to an in- 
dependent trust fund. 

Again, for example, if profit sharing 
is being considered, the employer prob- 
ably knows that his contribution for 
each year may be made to depend solely 
on profits for that year, before or after 
taxes. But he may not know that em- 
ployees may and do contribute to this 
type of benefit plan. He may also be 
aware of the fact that the so-called 
Thrift or Savings Plans require definite 
employee contributions. But, is he also 
aware that the employer contribution to 
these plans is also fixed and must come 
from current or accumulated profits ? 


Establish Basic Employer 
Objectives 


Our second question, “What plan ap- 
peals to you and why?”, may bring the 
employer’s objectives into the light. 
Objectives can be many and need not 
be gone into here: Let it be sufficient 
to say simply that objectives cost money 
and that it is better to set one or two, 
meet them consistently and without 
strain, than it is to undertake too am- 
bitious a program. Attainable objec- 
tives, once established and found satis- 
factory, can always be added to. The 
trimming of established benefits, on the 
other hand, is an unpleasant job for 
all concerned. 

Once the accountant has helped es- 
tablish the basic objectives of the em- 
ployer, he, with his intimate knowledge 
of the emplover’s affairs, may be able to 
supply an ingredient which is so often 
lacking in the formulation of these 
plans. This ingredient, especially im- 
portant in smaller situations, might be 
called imagination. 

This last may seem a little farfetched 
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Pensions, Profit Sharing and the Accountant 


to those who deal in the hard facts of 
business. What has imagination to do 
with the formulation of these plans? 
And why is it especially important in 
the case of smaller employers ? 

Since the majority of independent 
accountants are primarily concerned 
with what are often called “small busi- 
ness entities”, the writer would like to 
make an observation: the smaller the 
business, the more personal any pro- 
posed pension, profit sharing or savings 
plan becomes. The proposed plan is 
looked at from the individual viewpoint 
of practically everyone it is intended to 
benefit and, when some are inclined 
toward pensions and some toward profit 
sharing or savings plans, the plan which 
is finally activated, unless a bit of imagi- 
native flexibility has been applied, may 
have an unhappy impact on a large 
number of its prospective participants. 


A Typical Problem 

Take, for example, an employer of 
fifty people. These people are a busi- 
ness family. They know each other as 
only employees in a small shop can and 
do. These people, from an age and 
service standpoint, are scaled down 
from older and long service personnel 
to the voungest and newest. What plan 
will perform best and be most accept- 
able to all? 

Consider these factors: 

a) Pensions suit the older man. 


b) Pensions are of little interest to 
the younger employee. 


c) Profit sharing means little to the 
older employee because he does 
not have many years to go before 
his retirement must be considered. 

d) Profit sharing looks good to the 


younger person for many reasons. 
Contributions are not looked upon 
with favor by old or young. 


Can these clashing interests be 
brought together in a’ reasonable and 
workable plan? I believe they can 
through the use of a little imagination. 


1953 


Suppose the employer were to con- 
sider : 

1. A pension benefit which, with 
Social Security, will provide a basic 
retirement income to those who are re- 
tired for age and service. This pension 
could be funded in many ways and, if 
$1.50 per month for each year of service 
was set as the benefit, it would not be 
too much to expect that, after 30 years 
of service and inclusive of Social Secu- 
rity, a man and his wife could receive 
as retirement income as much as 
$172.50 per month. 

2. A savings plan under which em- 
ployees would pay 3 per cent of their, 
annual compensation into a fund to be 
invested in, for example, U. S. Savings 
3onds. As a means of encouraging em- 
ployee participation in this plan the 
employer will add $.50 to each dollar of 
employee savings for the purchase of 
the bonds. 

3. A profit sharing plan for the 
benefit of all employees participating in 
the savings fund. The employer would 
contribute, by formula, a certain per- 
centage of his profits. However, the 
profit sharing distribution could be re- 
duced by the amount of the required 
employer contribution to the savings 
plan. The net employer contribution to 
the profit sharing plan would be cred- 
ited to the accounts of participating em- 
ployees in proportion to the latter’s own 
deposits for the year. 

This three point program seems to 
have the following advantages : 


1. Pensions are immediately pro- 
vided for long service employees on a 
reasonable scale and without direct cost 
to the employee. The employer has 
many ways of meeting this cost. These 
pensions may be pay-as-you-go, termi- 
nally funded, levelly funded, etc. They 
tend to satisfy the older employees. | 

2. Younger employees, who usually 
are not pension-conscious, are generally 
quick to accept a savings program 
which pays an immediate “dividend”’ of 
50%. This savings fund has its value 
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in that it encourages employees to build 
personal funds for future use on a 
favorable tax deferred basis. 

3. Profit sharing works for the 
younger employee’s future with the 
company and also serves to keep the 
employer’s liability tied to profits. 

One word of caution which the writer 
is certain is hardly needed. Any em- 
ployee benefit plan must be supported 





out of profits—past, present or future. 
Unfortunately, too many smaller plans 
use past or current profits as the meas- 
ure of the future. The accountant, with 
his foresight born of experience, should 
be alert to the danger of overreaching. 
He can serve his client, not only with 
imagination, but with good counsel re- 
garding the financial obligations of em- 
ployee benefit plans. 


Cutting Costs with Diazo-type Equipment 


(Continued from page 748) 


In addition to these forms, efforts 
are being made to obtain approval for 
the filing of reproduced copies of other 
New York State tax returns. 

In my opinion, the use of this equip- 
ment solely for the reproduction of tax 
returns will result in savings during 
one tax season that will more than pay 
for the cost of the machine. It also 
eliminates a good deal of the pressure 
on typists and proofreaders and enables 
them to devote themseives to reports 
and the regular day-to-day work. 

In addition to reproducing tax re- 
turns, there are innumerable other uses 
of Diazo-type equipment in the account- 
ing office. Diazo-type equipment is 
ideal for the reproduction of reports 
when less than 25 or 30 copies are 
required. It is only necessary to type 
one master, eliminating the costly time 
of stuffing carbons, joggling sheets, re- 
aligning sheets, unshuffling carbons, 
etc. This time has been estimated at 
from 17% to 55% of typing time, de- 
pending upon the number of copies and 
quantity of typed material. Even great- 
er savings result from the elimination 
of a double-or triple-typing and proof- 
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reading when more copies are required 
than can be run in one typing. 


Accounting firms which have used 
Diazo-type equipment have developed 
many systems and procedures for the 
use of the machine which have proved 
to be of great benefit. The additional 
uses to which the machine can be put 
are dependent upon the nature and type 
of the accountant’s practice. 

Some firms have decided to use 
translucent analysis paper for all of 
their audit papers, making every work- 
sheet in the file easily reproducible. 
While translucent paper is more ex- 
pensive than ordinary analysis paper, 
part of this additional cost is offset by 
the fact it takes less space. 


Diazo-type equipment may be rented 
or purchased. Machinery for use in an 
accounting office costs from $325.00 to 
$1,475.00. Speed of production de- 
pends upon the dexterity of the opera- 
tor, since masters and sensitized paper 
must be fed and removed by hand. 
Operation of the machine requires prac- 
tically no training. Any person can 
operate it. 
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Tenancy by the Entirety—A Tax Problem 


By Herpert M. Haser, C.P.A. 


This paper discusses one of the recommendations for modification 
of the Internal Revenue Code made by the Society's 
Committee on Federal Taxation. 


O™ of the more important recom- 
mendations for modification of the 
Internal Revenue Code made by the 
Society’s Committee on Federal Taxa- 
tion in May, 1953, had to do with the 
taxation of jointly-owned property. At 
present, where such property is taxed 
in whole or in part for estate tax pur- 
poses, the original cost and not the 
value for estate tax purposes at the date 
of death remains the tax basis to the 
surviving owner. 

The following was the recommenda- 
tion of the Committee: 

“In the case of jointly-owned property 
to the extent that the property was included 
for estate tax purposes, that portion of the 
value should be substituted for the same 
portion of the original cost as the basis to 
the survivor.” 


Despite the practical need for such 
change Congress did not act upon the 
recommendation. 

An important phase of this problem 
concerns the type of joint ownership 
known as tenancy by the entirety. Un- 
der the common law and the law recog- 
nized in New York, a conveyance of 
real property to a husband and wife, 
jointly, creates a tenancy by the en- 
tirety. At one time there was a decided 
advantage in owning realty in this man- 
ner. Creditors of either spouse could 
not attach the property so owned. In 
New York and in most states, that ad- 
vantage has been done away with by 
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statute. Today there is nothing tangibly 
gained by owning real property in a 
tenancy by the entirety. But there are 
still many taxpayers who make common 
use of such tenancy, either to appease 
a spouse or because of a misapprehen- 
sion that it is a better way to protect 
the family financially. Few however, 
are aware of the very serious tax prob- 
lem caused by this form of ownership. 

In the Lang case, a 1933 Supreme 
Court decision still followed today, tax- 
payer and her husband purchased cer- 
tain real property in 1915 at a cost of 
$13,000, and took title as tenants by 
the entirety. The husband died in 1924, 
and the property at that time had a 
market value of $40,000. The property 
was sold for that amount in 1925. Tax- 
payer reported no gain on the sale as- 
suming the basis of the property to her 
was the market value at the date of her 
husband’s death. The Commissioner, 
however, determined a deficiency in the 
taxpayer’s 1925 income tax return by 
using the 1915 cost of the husband’s 
interest as the basis for computing the 
amount of profit realized. When the 
husband died, he having contributed 
88% of the purchase price, 88% of the 
$40,000 market value of the property 
at the time of his death was included 
in the value of his gross estate for the 
purposes of the Federal Estate Tax. 

The basic question then facing the 
Supreme Court was: Did this taxpayer, 
under the then counterpart of our pres- 
ent Section 113 (a) (5), get her inter- 
est in this property by bequest, devise 
or inheritance? If she did, her basis 
should be the market value at the date 
of her husband’s death. If not, her 
basis should be cost. 

The Court held for the Commis- 
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sioner, arguing very technically that an 
estate by the entirety is held by a hus- 
band and wife in single ownership, by 
a single title. The tenancy results from 
the common law principle of marital 
unity. Upon the death of either hus- 
band or wife, the survivor does not take 
as a new acquisition, but under the 
original limitation, her estate being sim- 
ply freed from participation by the 
other. Nothing, therefore, passes by be- 
quest, devise or inheritance. 

But under Section 811 (e) and its 
then counterpart in the Estate Tax 
Law, the interest held by a joint tenant 
or a tenant by the entirety is expressly 
included in determining the value of the 
gross estate for purposes of the estate 
tax. But it is not so included in Section 
113 (a) (5) relating to basis for deter- 
mining gain or loss. 

The Court points out that the express 
inclusion in one case and exclusion in 
the other persuasively suggests that 
Congress did not intend to include es- 
tates by the entirety under the phrase, 
“by bequest, devise or inheritance”. 
Congress may select the subjects of 
taxation and tax them differently, un- 
less violating some constitutional guar- 
antee. 

The logic in the Court’s decision is 
questionable when it is realized that on 
one hand the property of the decedent 
is taxed in his estate as though he al- 
ways owned it, and yet the spouse who 
is alive is taxed for capital gains pur- 
poses as though she always owned the 
property without ever having contrib- 
uted a cent towards its purchase. The 
anomaly of the situation is obvious. In 
these days of rising realty values, where 
property is held in a tenancy by the 
entirety, the danger is continually pres- 
ent of some day having to pay out in 
estate and capital gains taxes an amount 


almost equal to or even greater than the 
value of the property itself. 

This preference for form instead of 
substance on the part of the government 
is even more difficult to understand to- 
day in the light of the Revenue Act of 
1948. In the 1948 Act, there was a 
definite attempt to equalize the enforce- 
ment of the tax laws in both the com- 
munity property and common law 
states. Yet, Section 113 (a) (5) was 
amended to include under the heading, 
“acquired by bequest, devise or inheri- 
tance” the surviving spouse’s one-half 
share of community property. No men- 
tion is made of tenancy by the entirety. 
Yet, as a matter of substance, the sur- 
viving spouse in both cases takes the 
property by survivorship and not by 
devise. There is, therefore, a definite 
tax advantage continuing to exist in 
community property states. 

Until Congress acts, the tax practi- 
tioner will continue to be faced with 
the close examination of all joint ten- 
ancy and tenaricy by the entirety situa- 
tions. Once the problem is determined, 
the solution should be speedily acted 
upon while the husband and wife are 
both still alive. Under Section 56 of the 
New York Domestic Relations Law, a 
husband and wife may make a partition 
or division of any real property held by 
them as tenants by the entirety. 
Neither, however, can accomplish this 
against the will of the other. In addi- 
tion, a husband and wife may join and 
make a conveyance of the property to 
one of them. Both solutions, however, 
give rise to a possible gift tax. Prop- 
erty valuations and who contributed 
how much toward the purchase price 
are questions that first must be seri- 
ously considered. In most cases it is 
advisable, before proceeding, to obtain 
a ruling from the Service as to the 
specific case. 
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The Function, Organization, and Operation 


of a College or University Accounting Office 
By Earte L. WasHBuRN, C.P.A. 


A plan for the organization of a college accounting office, with a 
description of the duties and controls necessary to the 
performance of its function. 


Function of the Accounting Office 


The function of the Accounting 
Office is twofold : 
A. To supply reliable accounting in- 
formation 
a. To management for its use in 
establishing financial policies 
b. To other interested individuals, 
groups, or agencies 
B. a. To receive and properly credit 
the funds coming into the pos- 
session of the institution and pay 
the salaries and expenses 
b. To exercise control over receipts 
and expenditures as provided 
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for by the budget or supplemen- 
tary gifts, grants or appropria- 
tions. 
The performance of these two func- 
tions may be divided into four major 
categories as follows: 
I. Development of basic rules by 
which the financial records are 
to be kept and reports prepared 
II. Recording of financial transac- 
tions in accordance with these 
rules 
1. Development of an organiza- 
tion capable of performing 
this duty, including internal 
control 

2. Development of procedures, 
techniques, forms, etc. 


III. The determination of the nature 
of and preparation of financial 
statements from the records kept 
as provided for 

IV. Arrange for the audit of the 
records by internal and inde- 
pendent accountants. 

In so far as they relate to colleges 
and universities, the basic rules have 
been fairly well established in the publi- 
cation “Financial Reports for Colleges 
and Universities”, compiled by the 
National Committee on Standard Re- 
ports for Institutions of Higher Educa- 
tion in 1935 and revised in 1952 as 
Volume I of College and University 
Business Administration. It is assumed 
that the reader is acquainted with this 
volume and may be spared the torture 
of a lengthy review of all the principles 
therein set forth. It is also assumed that 
he is familiar with the generally ac- 
cepted principles of accounting. 

The second category, the one which 
meets the eye, is that with which we all 


763 








The New York Certified Public Accountant 


1ave the most frequent contact and, 
since accounting is a science in which 
there is a close relationship between the 
principles and the practice, the applica- 
tion of the principles to our daily rou- 
tines takes on added _ significance; 
hence, this feature of the work of the 
Accounting Office will be thoroughly 
explored. 

The third objective presents a real 
test of acounting skill. Scattered fig- 
ures in themselves as they appear in the 
books of account are of little value until 
put together in a form to reflect prop- 
erly the results of operations and the 
financial condition of an enterprise, in 
a manner understandable to one not 
familiar with accounting terminology. 
The statements thus presented must 
also be brief so that he who runs may 
read, and be sufficiently comprehensive 
so that he who reads may reach the 
proper conclusions about the enterprise. 
The selection of financial facts to be 
published and the manner of presenta- 
tion require the keenest vision since the 
public, faculty, and employee relations 
of an institution may be abundantly 
strengthened by the judicious use of 
financial information developed by the 
Accounting Office. It is at this point of 
contact that the most valuable service 
can be rendered—omitting, of course, 
the pleasant reaction to the periodical 
distribution of the glad tidings of great 
joy among the employees and creditors. 

The accomplishment of the fourth ob- 
jective is of growing importance in the 
light of the expanding operations of our 
institutions and, in recent years, more 
attention has been given to the subject 
of auditing, both internal and of the 
independent variety, with increasing 
emphasis on the organization of the ac- 
counting division of the business office 
to provide adequate safeguards for con- 
trol of the receipt and payment of the 
institution’s cash. 

In the beginning, reference was made 
to the function of the Accounting 
Office, namely, to supply financial infor- 
mation to the management and others. 
This is strictly a service function and 
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the accounting officer should confine 
himself to this field and avoid the ex- 
pression of opinions on matters other 
than accounting. This is a difficult re- 
striction to observe when one wishes 
to be helpful but it is essential if that 
officer is to be happy in his work. 
In supplying information, statements 
should not be colored in a manner cal- 
culated to influence the reader towards 
a conclusion which is the opinion of the 
officer preparing the statement rather 
than his own. If the reader of the state- 
ment reaches an erroneous conclusion, 
then the accounting officer may diplo- 
matically suggest an alternative result 
to the administrator for whom it was 
prepared, and in this manner cause him 
to avoid an error of judgment. It 
should be the perpetual policy of the 
Accounting Office to render helpful ad- 
vice to the College and University 
officers in the administration of the 
funds placed at their disposal by the 
governing board of the institution and, 
with this spirit, the accounting officer 
will always have that sense of satisfac- 
tion which comes only from the dis- 
position to be helpful to others and in 
this way to promote the general welfare. 


Organization of the 
Accounting Office 


Now, we may consider the organiza- 
tion of an accounting office capable of 
developing the information required to 
prepare the financial statements, pay 
the salaries, wages, and other obliga- 
tions arising in the ordinary course of 
business, and collect the revenues. An 
effective accounting department may be 
very simple or very complex, depend- 
ing upon the volume of entries and the 
scope of the institutional activities. An 
organization may be described as a 
“body of units, each of which has a 
definite function to perform and _ all 
units of which are interdependent.” The 
ultimate objective is the performance 
of the rank and file members. Between 
the responsible accounting officer and 
the rank and file workers are a number 
of key personnel and, if any confusion 


December 





fine 
ex- 
her 


hes 
hat 
rk. 
nts 
-al- 
rds 
the 
1er 


on, 
lo- 
ult 
vas 


im 


he 
d- 
ity 
he 
he 
id, 
er 
c- 


in 





The Function, Organization, and Operation of a College Accounting Office 


exists in this area, it is magnfiied many 
times over in the undesirable effect it 
has on the performance of the rank and 
file. Thought must be given to avoid 
confusing orders. The following obser- 
vations may be helpful in organizing 
the office: 

First, one who is responsible for di- 
rection of any operation must begin by 
determining the activities and functions 
to be performed, to insure the accom- 
plishment of its objectives by the unit 
supervised. 

Next, it is necessary to allocate these 
activities to definite units and positions, 
assigning to each the functions, respon- 
sibilities, and commensurate authority. 
Care must be taken that there are no 
duplications or omissions. 

A third factor is the determination of 
staff requirements. When the units and 
positions have been established, the 
qualifications of staff personnel must be 
considered. This usually cannot be 
realized at once. Ina large organization 
it is constantly necessary to have staff 
employees in training and, when hiring 
them, the background and adaptability 
of each should be considered. Frequent- 
ly an employee will be found unsatis- 
factory in one unit and very successful 
in another. This is a problem which re- 
quires continual study. A list of speci- 
fications for at least the key positions 
should be established. In hiring em- 
ployees consideration should be given 
to the estimated ability of the applicant 
to learn and thus be ready to advance 
when an opportunity arises. Promo- 
tions whenever possible should be made 
from within. 

And lastly there is the frequent re- 
view by the responsible officer of the 
quality of the work done under his 
direction, and whether the office is 
functioning efficiently and in harmony 
with other parts of the organization. 


Activities of the Accounting 
Department 


Now to explore the first of these, 
suppose we recount some of the routine 
duties the accounting office is called 
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upon to perform and then establish a 
group of “units” to accomplish each ob- 
jective. The following operations em- 
brace those most commonly associated 
with the accounting function. 


1. Internal control 

1. Maintain manual of accounts, 
code numbers, and procedures 
including closing. 

2. Approve invoices as to account 
charged (those for large amounts 
require top staff approval). 

3. Approve all orders, requisitions, 
etc., for printing of pre-num- 
bered forms involving the re- 
ceipt or payment of cash or 
controlled supplies. 

4. Prove, at least quarterly, that 

the fee postings in general ledger 

accounts agree with records in 
the Fee Collection Office. 

5. Maintain record of sequence of 
job order numbers for all inter- 
nal services (instrument shop, 
printing and duplicating, stock- 
room deliveries). 

6. Maintain progress chart of all 
scheduled work. 

7. Receive, date and distribute all 
mail and other incoming matter. 

8. Receive and present faculty 
members, officers, visitors. 

9. Maintain record of checks sent 
to Treasurer’s Office for signa- 
ture. 

10. Prove ledger postings to punched 
card tabulation (cumulative). 

11. Maintain adequate quantities of 
all supplies, forms, checks, etc. 

12. Prove student record punched 
cards against actual cash de- 
posited. 

13. Confer with government audi- 
tors on overhead determination 
and other accounting features 
of government contracts. 

14. The development of forms for 
the reports to be rendered to 
officers and budget administra- 
tors. 


765 








l 
l 


ty 


766 


un 


The New York Certified Public Accountant 


The development of forms for 
internal control. 


General accounting unit 


1, 


) 


Ww 


cn 


~“ 
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Close books of account. 

Prepare and type material for 
annual report and arrange with 
printer for proof, etc. 
Determine the form of and pre- 
pare internal reports on various 
phases of operations. 

Maintain ledger for unexpired 
insurance premiums. 

Prepare journal entries for 
transfer between accounts and 
maintain file for them. 
Maintain record of scholarship 
and fellowship awards (ap- 
proved by the proper authority ) 
and approve payments therefor. 
Maintain perpetual inventories, 
as required. 

Notify payroll unit of names of 
all persons accountable for petty 
cash funds. 

Prepare periodical financial re- 
ports to various federal, state, 
and national agencies. 

Prepare cost analyses. 
Examine, at least quarterly, the 
condition of all receivable and 
payable and advance accounts 
and make any required adjust- 
ments. 

Maintain records of operations 
of rental properties. 

Maintain record of real estate 
and water taxes levied and un- 
paid and file applications for 
cancellation. 


Administration unit 


a 


Supervision — Maintain record 
of staff members — lateness, 
absenteeism, illness, discipline, 
holidays, vacations, overtime, etc. 
Secretarial 

a. Correspondence 

b. Special files of confidential 

information 


Investments, 


c. Files of special projects and 
general information 
1. Reports to the Trustees 


and committees of the 
Trustees 

2. Cash awaiting invest- 
ment 

3. Estimates of cash re- 
quirements 


4. Investments by funds, to- 
tal by alphabet, etc. 

5. Reserves 

6. Bank accounts, author- 

ized signatures, reconcili- 

ations, and daily balances 

Government contracts in 

force and conditions of 

each 

8. Condensed monthly bal- 
ance sheet 

9. Condensed operating 
statement 

10. Condensed budget state- 
ment 

11. Progress report on spe- 
cial projects 


N 


restricted cash, en- 


dowment, special reports unit 


1. 


bo 


6. 


Maintain and post Endowment 
Income ledger in which the in- 
come account for each individual 
fund appears. 

Maintain a list of endowment 
funds (alphabetical and numeri- 
cal). This operation has a con- 
trol feature also. 

Prepare tabulating cards for se- 
curities. 

Prepare journal entries and re- 
ports on purchases and sales of 
securities. 

Prepare punched card monthly 
tabulation of interest and divi- 
dends receivable. 

Maintain a subsidiary restricted 
cash ledger showing the alloca- 
tion of receipts, payments and 
balances of cash by funds. This 
ledger should be proved periodi- 
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cally by matching the cash plus 
investments to the funds to 
which they appertain. 

7. Prepare distribution by funds of 
income from investments on 
monthly report from the Custo- 
dian Trust Company, using 
monthly tabulation of interest 
and dividends receivable. 

S. Maintain file of investment serv- 
ice information relating to cor- 
porations (Standard and Poor, 
Crc.) 

Budget unit 

1. Maintain and operate budget ap- 
propriation ledger. 

2. Maintain “budget mortgage or 

encumbrance” ledger and enter 

approved pre-numbered requisi- 
tions against appropriations. 

Also enter on each requisition 

appropriate accounting informa- 

tion. 

Prepare and type budget forms 

to facilitate submission of new 

budget recommendations. 

4. Maintain a file of school and de- 
partmental monthly budget state- 
ments. 


On 


cn 


tees and periodical budget re- 
ports showing recommended 
changes and effect of these on 
the estimated institutional bal- 
ance or deficit. 

). Prepare punched cards for budg- 
et appropriations from which 
monthly budget control state- 
ments are tabulated. 


Research funds unit (Restricted 

expendable funds) 

1. Maintain and operate encum- 
brance ledger for research funds 
and approve requisitions for sal- 
aries and supplies drawn against 
these funds. 

2. Prepare statements for gifts and 
grants and special statements on 
prescribed forms of foundations 
and also prepare punched cards 


Prepare original budget for trus- 


~ 


10. 


11. 


from which monthly control 
statements are tabulated. 


Government contracts unit 

1. Prepare claims on government 
research contracts. 

2. Approve. requisitions, payrolls, 
and invoices against government 
contracts and maintain encum- 
brance ledger. 

3. Prove statements of operations 
sent to “official investigator.” 

Key punch and tabulating unit 

1. Prepare and verify punched 
cards for cash payments, receipts 
and journal entries. 

2. Sort punched cards prepared by 
the various key punch units and 
prepare tabulation according to 
agreed formulas. 

General ledger unit 

1. Maintain in good order all book- 
keeping ledger records. 

2. Post general ledger from punched 
card monthly tabulations and 
journal entries and prepare trial 
balance, balance sheet and op- 
erating statement. (Not a budg- 
et statement). 


Bank accounts unit 

1. Issue stop payment orders on 
bank accounts. 

2. Receive all voided checks. 

3. Reconcile bank statement to 
cash account and submit state- 
ment of proof and maintain file 
of paid checks. 


Accounts payable unit 

Vouchering, requisitions, etc. 

1. Maintain file of pre-numbered 
requisitions against which in- 
voices from purchasing are to 
be paid. 

2. Obtain appropriate approval of 
invoices other than those to be 
paid against requisitions, e.g., 
telephone, electricity, gas, and 
contractual obligations. 

3. Prove checks drawn against in- 
voices for which they constitute 
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amount of 
check and name of payee 
against invoice, and _ record 
thereon check number and date 
paid. 

Place accounting charges on in- 
voices, payrolls, and other 
media (stockroom, duplicating, 
etc. ). 

Approve accounting charges on 
invoices, payrolls, and other 
media (stockroom, duplicating 
job orders, etc.). 

Date invoices upon receipt from 
Purchasing Agent, Office of 
Publications and Printing, Li- 
brarian, etc. Verify that in- 
voices agree with list submitted 
in duplicate and return an ap- 
proved copy to the appropriate 
department. 

Maintain voucher record (in- 
voices entered for payment). 


payment. Prove 


Check writing—Draw checks for 
payment of all invoices and petty 
cash expenses. 


Voucher file of paid invoices— 
Maintain file of paid invoices. 


Cash receipts unit 


z 


Write receipts for miscellane- 
ous income including dividends, 
interest, rentals, etc., and main- 
tain file of correspondence re- 
lating thereto. 

Prepare daily summary of cash 
deposits for posting to the 
ledger. 

Prepare daily statement of 
cash balances, except revolving 
funds, in all depositories. 


Payroll unit 


1, 


fa 


a. 


Maintain payroll records. 
Confer with faculty and other 
employees with reference to so- 
cial security, group insurance, 
annuities, income taxes, with- 
holding. 

Pay all salaries and wages. 


14. Fee collection unit 

1. Collect fees due from students 
and prepare report of deposit. 
2. a). Maintain distribution rec- 
ord by budget divisions of 
all student fees deposited. 
b). Maintain student records 
and conduct correspond- 

ence relating thereto. 


3. Prepare punched card for each 
student at time of registration, 
showing itemized charges and 
payments from information on 
student’s ledger card (a section 
of the original enrollment card). 


4. Refund student fees on written 
request of student approved by 
the school officer who deter- 
mines attendance record. Re- 
fund checks are mailed to home 
of student. 


Manual of Procedures 


Having determined the several tasks 
to be performed and having assigned 
them to the appropriate units, the next 
step is to prepare a manual of pro- 
cedures and draw up the forms required 
to actually record the transactions and 
perform the assigned tasks. In any sys- 
tem of double entry bookkeeping there 
are but two kinds of account books: 
those of original entry (journals) and 
those of final or summary entry (ledg- 
ers). In the journals we record the 
daily transactions. Whether the entries 
in the journals are handwritten, ma- 
chine written or recorded on punched 
cards, the basic procedure is the same. 

Institutional accounting is usually on 
a cash basis, i.e., when an item is re- 
ceived in cash or made available by a 
government agency, income should be 
reflected on that basis. Likewise when 
a bill for supplies is entered for pay- 
ment it is paid at once; i.e., the entry 
and payment are simultaneous. The 
cash basis is practically imperative be- 
cause colleges and universities receive 
not only income cash which may be ex- 
pended for current institutional opera- 
tions ; they also receive funds to be used 
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in accordance with the wishes, if any, 
expressed by the donor and agreed to 
by the institution; they also receive 
gifts and appropriations which must be 
expended only for certain specified pur- 
poses, e.g., building funds, endowment 
funds and contributions and donations 
for specific current purposes, such as 
research projects, books, and equip- 
ment. The financial records, therefore, 
must deal not only with receipt and ex- 
penditure of current cash but with the 
principal accounts of funds as well. The 
accounts of funds must be kept in such 
a way as to provide a separate account- 
ing for each fund which is restricted as 
to its use and for the segregation of the 
balances of such funds from the bal- 
ances of all other funds. 


The manual of procedure should 
specify the records to be kept, and the 
manner of keeping them. It should be 
under the control of the officer in charge 
of the college accounts or his assistant. 
This control should not by any mis- 
chance be entrusted to any but a very 
competent employee of long experience 
in the work of the office, and a copy 
should be placed in the hands of each 
employee who has use for it, including 
at least the key personnel and all offi- 
cers of administration and instruction 
who are responsible for budget appro- 
priations. These can then instruct the 
newcomers. To attempt to predict the 
detail procedure for any institution 
would be most unwise because this mat- 
ter is one of local application. 


General Ledger Account Titles 


A few major subjects to be provided 
for may however, be mentioned. There 
must be a ledger and the manual should 
specify the account titles to be used, the 
content of each account, and the ar- 
rangement of the accounts in the ledger. 
For instance, assuming there are one 
thousand account numbers, the follow- 
ing sequence is possible: 

1-199 Budget operations 

200-399 Expendable fund operating 

accounts 


1233 


400-499 Miscellaneous non-budget 
accounts 

500-599 Available for miscellaneous 
objects 

600-699 Balance sheet asset accounts 

700-799 Balance sheet liability 
accounts 

800-999 Advances for the account of 
budget operations charge- 
able to future budgets 


Supporting the general ledger there 
should be a subsidiary objective classifi- 
cation ledger designed to show for each 
budget or operating account the nature 
of the expenditures charged to it, i.e., 
salaries, books for the library, supplies 
for the laboratory, postage and office 
supplies, printing, etc. and for the Bal- 
ance Sheet accounts the appropriate 
section as specified in the volume 
“Financial Reports for Colleges and 
Universities” heretofore referred to. 

A further supporting ledger allocates 
the expenditure (or receipt) to the ap- 
propriate department, i.e., Biology, 
Chemistry, Physics, ete. 

The manual should also provide a list 
of objects with accounting code number 
into which expenditures should fall, to 
the end that there may be uniformity of 
classification throughout the institution 
for the same type of item. Likewise, 
there should be appropriate classifica- 
tion of income, i.e., students’ fees, en- 
dowment, gifts, etc., and budgets, when 
submitted, should follow the standard 
objective classification. If the account- 
ing office designs these budget forms, 
compliance can be assured. 

The same procedure applies to the 
accounting for gifts and grants. A sepa- 
rate account is maintained for each re- 
stricted expendable fund reflecting the 
classification of income and expense in 
the categories provided for in the terms 
of the gift and falling within the clas- 
sification provided for in the manual. 

Next, instruction should be made in 
the manual for balance sheet asset ac- 
counts. One of the major objectives 
underlying the arrangement of the 
ledger is that of facilitating the prepara- 
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tion of the annual financial report. 
Hence, a separate account should be 
provided for each asset title reflected in 
the Treasurer’s Report and, in addition, 
detail accounts for each line item of the 
supporting schedules. Should the asset 
affect more than one section of the bal- 
ance sheet, a subsidiary ledger is re- 
quired reflecting the allocation of the 
asset among endowment funds, plant 
funds and other sections. Thus a sup- 
porting ledger for investments is re- 
quired showing the allocation thereof 
among the several groups of funds; the 
same for cash. A further subdivision is 
required apportioning the cash and in- 
vestments into individual funds or 
“pools” within each balance sheet 
group. 

Following the assets, provision should 
be made for the balance sheet liability 
accounts. To properly appraise the pro- 
cedures for the establishment of the lia- 
bility accounts in the manual it may be 
wise to digress from the main theme to 
consider the peculiar nature of this side 
of the balance sheet. In business enter- 
prises, all assets, liquid and fixed, are 
theoretically considered as commonly 
available to provide the means of meet- 
ing all liabilities, both current and fixed. 
The sole balancing element is the excess 
of the total of one over the total of the 
other, which reflects the surplus or de- 
ficiency, as the case may be. Unless 
made obligatory by the terms of an in- 
denture or other form of agreement, 
specific assets are not usually set aside 
to provide the means of liquidating a 
specific liability. Where this does occur, 
it is usually in connection with the re- 
tirement of bonds, the amortization of 
mortgages, etc. At times, business man- 
agement, as a matter of policy, may 
voluntarily create a reserve out of earn- 
ings retained in the business for a spe- 
cific purpose without setting aside its 
equivalent in assets. 

The balance sheet of a non-profit in- 
stitution is in marked contrast and has 
given rise to the term “fund account- 
ing” to differentiate the non-profit type 
from that of the commercial enterprise. 
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The funds of these charitable enter- 
prises are in the nature of a trust and 
should not be confused with the sinking 
fund of the commercial enterprise 
where it is an asset. Institutional funds 
are liabilities or accountabilities, hence 
the balance sheet of such an organiza- 
tion may be referred to as a statement 
of funds and the accounting therefor. 

When a fund is received for ear- 
marked purposes a separate accounting 
unit must be created, completely self- 
balancing, in order that it may be ad- 
ministered in conformity with the terms 
governing its use. This imposes an ele- 
ment of trusteeship on the managing 
board, who must constantly guard 
against the diversion of the fund to 
other purposes. When a financial state- 
ment is prepared for any fund, its re- 
sources will be shown on the asset side 
and its principal on the liability side. 
Thus, a complete balance sheet of such 
an institution is the presentation in the 
aggregate of many such separate self- 
balancing units though in actual prac- 
tice similar types of funds may be 
grouped, the details being shown in 
supporting schedules. These funds usu- 
ally fall into the following groups and 
the manual Should provide for their 
establishment : 


1. Endowment ftinds 


2. Physical plant funds 

3. Student loan funds 

4. Suspense, annuity, and agency 
funds 

5. Expendable funds 


6. Reserve funds 
7. Current funds 


It should also provide for the creation 
of such other liability accounts as may 
be necessary to record the amounts 
owing by the institution for various 
current objects such as notes and loans 
payable, accrued salaries, other accrued 
liabilities, and indebtedness of any kind 
payable from current fund assets. 


The manual of instruction, with ref- 
erence to funds, may be adapted from 
the volume FINANCIAL REPORTS OF 
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COLLEGES AND UNIVERSITIES and hence 
will not be further explored here. 

A further feature in the manual relat- 
ing to the balance sheet accounts relates 
to the establishment of procedure for 
the booking of expenditures applicable 
to a future budget. For instance, dur- 
ing the Spring of each year, many print- 
ing expenses are incurred for bulletins 
describing the programs of instruction 
for the ensuing academic year. Such 
expenditures should be allocated to the 
fees and other revenues of the fiscal 
year in which the publication is dated. 
Adequate provision may be made in the 
manual for such disbursements. 


Form Design 

The last phase of the accounting pro- 
cedures concerns itself with the estab- 
lishment of forms to be used for the 
recording of the transactions and the 
development of information to be en- 
tered in the various statements for 
which there is demand. In the matter 
of form, the only annual financial state- 
ment common to all institutions is the 
balance sheet. With some minor varia- 
tions the form recommended by the 
National Committee is almost univer- 
sally used. Because of wide divergence 
in the matter of internal organization it 
is doubtful whether any large group of 
institutions could follow completely the 
form of operating statement suggested 
by the Committee. Tradition also makes 
the 100% acceptance of the Commit- 
tee’s recommendation doubtful. Now, 
therefore, we may conclude that the 
major objective so far as reporting is 
concerned should be the preparation of 
the annual balance sheet and the devel- 
opment of the forms to be executed dur- 
ing the year which will facilitate its 
preparation. 

In developing a manual of forms lit- 
tle more can be done than to prepare a 
list arranged in a sequence to coincide 
with the units of organization which 
will use them. A brief but adequate 
description of the procedure for the use 
of each form should be included and a 
general over-all explanation of the place 
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the form occupies in the accounting 
system. 

Within the scope of the development 
of procedures, techniques, etc., there fall 
the problems of “controls” by (1) 
segregation of operations to effect what 
is referred to as “internal control”, (2) 
the establishment of dollar control of 
receipts and expenditures. 


Internal Control 


The first of these is a strictly func- 
tional problem and involves the com- 
plete separation of the receiving and 
paying out of cash from the records of 
the amounts received and paid. For ex- 
ample, a receiving teller should do no 
posting nor have access to the records. 
If information is required it should be 
obtained from the bookkeeper. The 
Purchasing Department should be re- 
stricted to and held entirely responsible 
for the buying and for nothing else. 
The receiving of material purchased 
and the checking against the vendor’s 
bills should be handled by the Account- 
ing Department. Other examples could 
be cited. 


Budgetary Control of Operations— 
Expenditures 


The second type of control is accom- 
plished through the budget and requisi- 
tion procedure and requires a thorough 
knowledge of the internal organization 
of the college. 

The financial and academic control of 
an educational institution resides in the 
governing body of the corporation, as 
organized under the legal jurisdiction in 
which it exists. Financial control is ex- 
ercised through the adoption of appro- 
priate by-laws and the appointment of 
officers to execute them ; academic con- 
trol by the appointment of officers of 
instruction and administration to lay 
out the curriculum and determine the 
entrance requirements, scholarship and 
other matters related to scholastic 
policy. 

The fiscal year of most educational 
institutions begins on July Ist of one 
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calendar year and extends to June 30th 
of the next, though there are a few 
which still operate with a year begin- 
ning September Ist. In the months im- 
mediately preceding the end of a fiscal 
year, a well-managed institution will 
prepare a budget setting forth the esti- 
mated revenues and expenses for the 
ensuing year. This document upon 
adoption becomes the financial guide for 
the control of operations. The admin- 
istration of this budget is usually dele- 
gated to the chief business officer of the 
institution by whatever title he may be 
known. Any plan should make provi- 
sion for amendments to be entered at 
the request of the officer responsible for 
budgets of the several divisions which 
comprise the organization. Some elas- 
ticity must be allowed for contingencies 
arising from unforseeable shifting in the 
distribution of registration away from 
that contemplated at the time the 
budget was adopted, for the offering of 
new courses, or changes in methods of 
instruction. These factors often give 
rise to an excess of appropriation in one 
area and a shortage in another, with no 
alteration in the general over-all picture 
and since it is the purpose of a budget 
to control expenditures rather than to 
prevent them, some means must be 
available to recognize these develop- 
ments. Furthermore, there may be a 
falling off in revenues with an attending 
deficit, in the absence of a correspond- 
ing reduction in expense appropriation. 
To assist the officers effectively to ad- 
minister their several divisions, regular 
monthly statements of budget condition 
are required. 


Disbursements for payrolls are lim- 
ited to appointed personnel, hence con- 
trol of this element of expense presents 
no very difficult problem. Control over 
ordering and delivery of materials and 
services is, however, a considerable one 
and requires careful thought. To guard 
the corporation against unknown com- 
mitments a centralized purchasing office 
should be established, charged with the 
responsibility for ordering all types of 
supplies and services. No claims aris- 
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ing from obligations contracted for by 
others should be recognized except 
upon prior approval by proper corpo- 
rate authority. It will be claimed by 
visionary faculty members that this 
cramps their style, but the plan must be 
rigidly enforced regardless of the wail- 
ing which is certain to follow in the 
wake of the adoption of this plan. The 
purchasing agent of a college or univer- 
sity must be possessed of a wide knowl- 
edge of markets, for in addition to the 
materials and supplies common to the 
business world, he must be familiar 
with unusual sources of supply for such 
items as cats, dogs, monkeys, mice, 
guinea pigs, false teeth, cadavers, skele- 
tons, skulls, dressmakers’ supplies, 
theatrical and craft supplies, and a 
multitude of items of which only the 
professorial or research mind can con- 
ceive. 


To prevent overdrawn appropria- 
tions, there must be established, under 
the general direction of the chief busi- 
ness officer, a central authority charged 
with the maintenance of an appro- 
priation ledger and with the approval 
of requisitions against the available 
balances. By means of a requisition 
system, as hereinafter described, the 
purchasing agent is restricted to issu- 
ing orders against only those requi- 
sitions which have been approved 
by the central administrative officer 
in charge of appropriations. For ex- 
ample, assume that a faculty member 
requires a quantity of chemicals for his 
laboratory. The first step would consist 
of preparing an appropriate requisition 
with sufficient copies for distribution 
among the several offices involved in 
the procedure, requesting the purchas- 
ing agent to buy the desired supplies. 
Upon receipt of this requisition the esti- 
mated price would be placed thereon 
and submitted to the officer in charge 
of appropriations for approval. A suff- 
cient balance existing, the appropria- 
tions officer would approve and return 
one copy to the purchasing agent who 
would then issue an order on the supply 
house making the lowest bid. It would 
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also be the duty of the appropriations 
officer to satisfy himself that the subject 
matter of the requisition constituted a 
proper charge to the appropriation and 
the signature of the initiating officer to 
be the one authorized to spend it. An 
intervening step is sometimes employed 
embracing a procedure known as 
“Executive Pre-Audit of Encum- 
brances.” This contemplates a review 
of requisitions by a committee prior to 
the issue of orders by the purchasing 
agent to determine whether approval 
should be withheld for other than finan- 
cial reasons. 

To be sure that all requisitions are 
accounted for, they should be prenum- 
bered by the purchasing agent before 
they are forwarded to the appropria- 
tions officer for approval. This officer 
would retain two copies, returning one 
approved copy for the use of the pur- 
chasing agent. The copies retained 
would be disposed of by placing one in 
a numerical file and the second in an 
alphabetical file maintained for each de- 
partment, the requisition in the numeri- 
cal file being later used to determine the 
proper account charge when the in- 
voices for supplies delivered against it 
are received, and also until such time 
as the invoices are received to reflect 
the total of outstanding commitments. 
The copy retained in the alphabetical 
file would be forwarded at the end of 
each month with the monthly depart- 
mental statement so that the officer re- 
sponsible for expending the appropria- 
tion may know that all the requisitions 
issued are accounted for. 


Toward the close of a fiscal year the 
effectiveness of this plan often reveals 
the premature exhaustion of appropria- 
tions, simultaneously promoting fever- 
ish haste in ordering by the depart- 
ments whose expenditures promise to 
leave a considerable balance unex- 
pended lest its use be lost. This activity 
gives rise to a neat problem: shall the 
unexpended balance be forfeited when 
the books are closed, or carried for- 
ward? If the balance is carried forward 
without deferring a like amount of in- 
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come the effect is to increase the author- 
ized expenditures of the succeeding 
fiscal year without compensating rev- 
enue. A deficit might easily result. 
There is no apparent uniformity of 
practice among institutions in meeting 
this situation, each one solving the 
problem as best it can with its budget 
officers. 

When it is agreed that balances will 
be forwarded the urge to spend sub- 
sides, but results in the building of a 
“kitty” against future contingencies un- 
known at the time. These balances 
often reach huge proportions and hang 
over the heads of management like the 
sword of Damocles, the silken cord in 
this case being the potential demand for 
the untimely expenditure of the “kitty”. 
If the balances are matched by an equal 
amount of sequestered cash, no problem 
arises. The same philosophy applies 
here, however, as in the case of a re- 
serve for depreciation. While no cor- 
porate debt is incurred by this deferred 
demand, the obligation represented by 
the privilege to spend is over-present 
and so long as the balance sheet is pre- 
pared on a going concern basis it must 
be recognized. The elimination of this 
deferred demand can only be met by 
cancelling all balances at the close of the 
fiscal year. If the balances are cancelled 
there usually results the mad scramble 
already mentioned on the part of the 
budget administrators to spend the en- 
tire appropriation before the accounts 
are closed, lest the impression be gained 
that the grant was too large. Any at- 
tempt on the part of the financial ad- 
ministration to curb this effort is usu- 
ally met with the plea that the budget 
administrator is being embarrassed in 
his efforts properly to maintain his 
division and accused of bad faith. Some 
middle of the road policy is indicated 
and a fine degree of understanding by 
the business office is essential to secure 
the best results from that which has 
been appropriated. 
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Control of Operations—Receipts 

For reasons already assigned, it is 
clear the accounts should be kept 
on a cash basis, hence the term “re- 
ceipts” is used rather than “income” in 
describing the sources of revenue of a 
university. There are five major 
sources from which cash is received: 
(1) fees for instruction, including all 
types of incidental fees, that is labora- 
tory, student activities, library, etc.; 
(2) endowments; (3) gifts; (4) dor- 
mitory rentals; (5) miscellaneous. 

As provision is made for dollar con- 
trol of expenditures, by budgeting, dol- 
lar control of receipts is secured by the 
same method. This is accomplished by 
preparing in advance estimates of cash 
to be received and thereafter, as cash is 
actually collected, through the various 
divisions of the Treasurer’s office by 
matching these collections against the 
estimates. 

Receipts from Fees 

Receipts from fees are usually predi- 
cated on the basis of anticipated regis- 
tration, the calculation being prepared 
by the registrar. No changes in these 
amounts should be recorded by the 
business office unless authorization 
therefor is received from him. This is 
important from the auditing viewpoint 
as it places the business office in the 
position of being called on to account 
for the fees which the registrar’s esti- 
mate shows to be due. Here again it is 
necessary to allow for changes in the 
estimates arising from shifting registra- 
tion which cannot be foreseen. From 
time to time during the year the busi- 
ness office should render reports show- 
ing the fees estimated to be due com- 
pared with sums actually collected. 
Endowment Income 

Control of endowment income is ac- 
complished by preparing in advance, 
for entry in the budget, a list of all the 
endowments which were on hand at the 
close of the preceding fiscal year and 
then adding the names and amounts of 
any new endowments received since 
that time to the date of the preparation 
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of the budget. With this information 
as a basis, the income which will be 
available during the budget year about 
to begin may be determined. A supple- 
mentary schedule designed to reveal the 
income from investments should also be 
prepared. Income from investments and 
income from endowments are not neces- 
sarily the same, because it frequently 
happens that the income from endow- 
ments may remain unapplied, that is 
unexpended, and this amount becomes 
available for expenditure in the follow- 
ing fiscal year. To determine the in- 
come from investments a list of all se- 
curities should be made and_ the 
estimated revenue receivable therefrom 
listed. This secondary calculation will 
disclose the amount of dividends and 
interest which should actually be re- 
ceived. The sum to be entered in the 
budget, however, should be the income 
from endowment rather than the in- 
come from investments. By preparing 
a tabulation showing the dividends and 
interest which should be received each 
month proof can be established that all 
of the income which should be collected 
is actually received. 


Gifts 

Control of gifts is impossible of ac- 
complishment, since there is no way to 
determine in advance the extent of the 
generosity of contributors to the wel- 
fare of the university. Only those gifts 
may be entered in the budget which are 
based upon pledges or grants known 
in advance and having as their source 
some of the well-known charitable foun- 
dations such as the Carnegie Founda- 
tion for the Advancement of Teaching, 
the General Education Board, and 
others. 


Dormitory Rents 

Control of dormitory rents may be 
obtained by having a room schedule 
with the rates for each and entering in 
the budget the maximum amount re- 
ceivable from this source. Actual col- 
lections may then be entered against 
this estimated total and the uncollected 
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balance proved by reference to the oc- 
cupancy list which should be kept by 
the chief of the residence bureau. 
Miscellaneous Income 

Miscellaneous income covers such a 
wide variety of sources that it is some- 
what difficult to prescribe briefly any 
method of control. A few of the sources 
of receipts common to universities are 
the sale of products of the college farm, 
services rendered by the clinics in those 
institutions having colleges of dentistry 
and medicine, rents from miscellaneous 
properties not used for educational pur- 
poses, etc. The major problem in all of 
these types of service is to establish an 
adequate control of cash receipts in the 
same manner which would be applied 
to any commercial enterprise, namely 
to be sure that the functions of billing 
and the receiving of cash are entirely 
segregated. 


Control of Receipts in General 


Since the accounts of colleges and 
universities are kept substantially on a 
cash basis, control of receipts can be 
accomplished in the same manner as for 
any other business, that is by segregat- 
ing the function of actual handling of 
cash from the determination of the 
amount to be received together with 
the records from which receivables are 
determined. 

In the matter of forms I have always 
been guided by the sage advice of one 
of my early teachers in accounting. 
sriefly, what he said was to study an 
organization, find out what information 
is required, and then design a form to 
secure it. Now as no two institutions 
are organized just alike, no time will 
be spent on forms. Accounting “know 
how” will provide the answer. Many 
special internal, non-recurring prob- 
lems will always arise, requiring spe- 
cial forms not to be found in any 
book on accounting or management, 
and it is often necessary to devote many 
hours with a faculty member or admin- 
istrative officer and struggle through 
a trial and error period before a new 
form is born. 
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Financial Statements 
Next in order, we may consider the 
nature of and preparation of the various 
types of financial statements. These are 
prepared for two major objects: 
1) As a guide for management 
2) General external use, i.e., public, 
alumni, foundations, lending in- 
stitutions, employees, faculty, etc. 


Internal Statements 

Those developed as a guide for man- 
agement are in many instances drawn 
up in far greater detail than those de- 
signed for general use—and probably 
of a much more revealing nature. This 
discussion will therefore be confined to 
a review of only the usual routine inter- 
nal statements in this field. 

Since the control of operating re- 
ceipts and payments is via the budget, 
which is subject to frequent revisions, 
one of the first internal statements re- 
quired is that of the “Condition of the 
Budget.” This tabulation should re- 


veal: 
1. The original estimated balance or 
deficit 
2. The estimated increases of in- 


come and expense 
3. Transfers between existing ap- 
propriations 

4. The revised balance or deficit 

This statement. is required by top 
level management and should be pre- 
sented to a limited group only. It re- 
veals a “‘paper’”’ balance or deficit only. 

Next, and together with this there 
should be presented a statement of 
“Actual Receipts and Payments”, 
matching object by object, the budget 
estimates. The first statement provides 
management with a summary of the 
dollar value of appropriations approved 
and the second, the extent of actual 
accomplishment ; whether, allowing for 
timing of receipts and payments, it 
appears that estimated revenues will be 
collected and estimated expense appro- 
priations not exceeded. 
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Another type of internal statement in 
general use is the monthly report to 
school officers and faculty who are re- 
sponsible for the expenditure of appro- 
priations. These officers wish to know: 

1. The amount 

each object 


appropriated for 


2. The amount actually expended 
there against to date 
3. The amount of any unpaid en- 
cumbrances 
+. The available balance 
In addition they may also wish to 
know, in the case of actual payments, 
the firm to whom the cash was paid and 
the purchase order or requisition 
against which it was drawn. 
Other routine statements might em- 
brace : 
1. Daily statement of cash on de- 
posit, restricted and unrestricted 


- 


2. End of the month estimate of cash 
required during the month next 
following 

3. Statement of dividends and inter- 
est to be received on investments 

4. Amount due from U. S. A. for 

tuition and research 


cm 


Cash awaiting investment 

6. Monthly current fund balance 
sheet 

Monthly operating statement 
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External Statements 


Now as to the external statements, 
the most important is the Annual 
Financial Report. This may be known 
also as the Treasurer’s Report, or the 
Report of the Comptroller. It is the 
foundation for all other external reports 
made up for special groups. This an- 
nual report contains two basic state- 
ments : 


A. the balance sheet 
B. the operating statement 


The form and content of these two 
have been so thoroughly explained in 
the volume “Financial Reports for In- 
stitutions of Higher Education”, that 
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no further discussion is required. Each 
of these basic statements may be sup- 
plemented with as many supporting 
schedules as demand for details may 
suggest. 

Other financial statements in pam- 
phlet form have been released recently 
by many institutions for circulation 
among alumni and others thereby keep- 
ing down the cost of printing a huge 
quantity of the complete Treasurer’s 
Report. This “supplement” or abridged 
edition can also be put together in a 
manner to reflect the financial features 
in a pleasing and understandable way, 
not always possible in the formal re- 
port, by the use of graphs, charts, sta- 
tistics, pictures, etc. This may all be 
summed up under the head of ‘Public 
Relations,” something we have become 
much more cognizant of than in the 
past. The growth of this trend has been 
more common to the breed of business 
than in education, but if this device is 
good for business, it should be good 
for institutions. Many examples are 
available of special reports to stock- 
holders, employees and the public. 


Internal Auditing 


And now we come to the final feature 
of the organization of an effective ac- 
counting office. This deals with the 
audit of the records. In recent years 
growing attention has been paid to the 
“internal” aspect of this phase of ac- 
counting. Until the advent of World 
War II the prevalent concept of an 
internal auditor was that of an em- 
ployee who sat at a desk and checked 
figures. The thinking has changed radi- 
cally during the intervening years. The 
unprecedented expansion in the finan- 
cial and accounting functions of mod- 
ern business corporations—and_ our 
educational institutions are among them 
—has given to the internal auditing 
department an increasingly vital place 
in the organization. Rather than just a 
checker of figures, the internal auditor 
is becoming somewhat of a “trouble 
shooter” as well—a coordinator, if you 
like. 
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To achieve this, it is necessary that 
this department be placed above the 
influence of the departments or person- 
nel audited. The original functions of 
an internal auditing department were 
those of verifying the accounting trans- 
actions designed to safeguard the cor- 
porate money and property, determine 
the adequacy of internal check, and 
maintain the established standards of 
accounting operations. The need of 
these is in nowise diminished by the 
new thinking of the scope of the inter- 
nal audit. 

A sphere in which internal auditors 
are of increasing value is that of joint 
responsibility with independent public 
accountants. The limitations on the 
public accountant are many ; the limita- 
tion of time, the question of cost, and 
the difficulty of acquiring in a brief time 
an intimate knowledge of the operations 
as they become more complex each 
year. 

Among other things the internal au- 
dit program should include the follow- 
ing objectives : 

1. To safeguard the money and 

property of the institution 

2. To determine the adequacy of 

the methods of internal check 

3. To see that established account- 

ing policies, standards, and proce- 
dures are being followed 

4. To coordinate the internal audit- 
ing procedures with those of the 
institution’s independent account- 
ants 
To assist generally in promoting 
the effectiveness of internal con- 
trol by review. and appraisal of: 
a) the objectives to be accom- 

plished 
b) procedures 
c) criteria or standards of per- 

formance 
d) results obtained 


tt 


One could continue on indefinitely in 
treating of this new phase of account- 
ing. Enough has been said to indicate 
its growing importance. 
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In performing all of the foregoing 
duties the relation of the accounting 
office to the college and the college ad- 
ministration should be kept in mind. 
Its function is to provide information 
to the college and college administra- 
tors on the condition of the institution, 
the appropriations, the extent to which 
budgeted income has been realized, and 
in general to assist in the administra- 
tion of the budget. 

The service would include, but not be 
limited to, the following : 

1. To advise administrators of avail- 
able scholarship and loan funds 
and other student aid. 

2. To confer with officers with ref- 
erence to investments and cash 
awaiting investment. 

3. To provide statements of invest- 
ments and other information re- 
lating thereto. 

4. To report on gifts, grants, be- 
quests, and subsidies from indi- 
viduals and foundations, and to 
arrange for the expenditure 
thereof, and accounting for re- 
strictions placed on them at the 
time of receipt. 


un 


To assist college officers in the 
preparation of the budget esti- 
mates. 

6. To advise and assist the college 
administration to understand the 
procedures of the business office. 


To summarize, we may say that the 
ultimate purpose of all accounting is the 
preparation of intelligible financial 
statements and other data which fairly 
present the financial condition and re- 
sults of operations : 

1. For the guidance of management 
in the control and operation of 
the institution 
For the use of credit grantors in 
extending credit 
3. For the information of outside 

agencies, the public and individu- 

als interested in the institution 
4. For reporting to a host of gov- 

ernmental regulatory agencies. 
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This end use necessitates the mainte- 
nance of historical accounts of transac- 
tions which will reliably record, classify 
and summarize these transactions 
thereby assuring reliable financial state- 
ments. Financial statements are essen- 
tially the representations of manage- 
ment and the chief accounting officer, 
by whatever title he may be known, is 
responsible for both the form and sub- 
stance of the statements prepared from 
accounting records devised or approved 
by him; he is likewise responsible for 
the accounting records and procedures 
which have been maintained under his 
direction and review. He is looked upon 
as the spearhead of “management’s ac- 
counting of its stewardship.” 

Assuming this chief accounting of- 
ficer is the “controller” there is the 
implication that the position contem- 
plates a control function. This should 
be divorced from other functions and 


should be apart from the routine main- 
tenance of accounts. The controller 
should prescribe the accounting meth- 
ods and the system of internal account- 
ing control. To insure the reliability 
of accounting records the controller 
should prescribe a system of internal 
control whereby the acts of each officer 
and employee are subjected to authori- 
zation and approval, checks and _bal- 
ances, signature and counter signature, 
to induce meticulous care, honesty and 
accuracy in the recording and interpre- 
tation of transactions. This type of 
control is over and above that which 
lies in budgets and standards for one 
can never intelligently answer the ques- 
tion, “How am I doing?” unless one 
knows how one should be doing. It is 
the duty of the independent public ac- 
countant to assist in the appraisal of 
this accomplishment. 


OAD 


AN ADIRONDACK VIEW 


Dear Santa: 


My two front teeth are okay, and I den’t want a red nose even if Rudolph did 


become a reindeer of great distinction because of his. 


But, if you have a good supply, please send us plenty of snow this winter. The 


mountain tops seem higher when the sun goes down if they gleam white in the sunlight. 


And it is good for man to look up. 


ski—it gets clean air into their lungs and long distance views into their heads. 


It is also good for the city folk to get up here to 


But 


please don’t dump it on New York City, they don’t want it; that’s the Empire State 


Building there, not Mt. Marcy. 


And how about sending in a big supply of your good-will germs. If the Air Forces 





could drop them instead of bombs and napalm, atomic power could be put to work 
building instead of wrecking. So never mind the snow, Santa, just send the good-will 
germs. Then if we can get one hundred certain people in this world well inoculated 
there will be no problem about awarding the Nobel prize for permanent peace. 
Thank you, Santa. 
Leonard Houcuton, C.P.A. 


“Adirondack Chapter” 


1/8 December 
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Insurance Notes for Accountants 


By Jerome S. MILLER 


The Confusion of Overtime in Compensation 
Insurance Payroll Records 


sae is an effort to end some of the 
confusion which has always at- 
tended the preparation for, or the re- 
view of payroll audits for purposes of 
premium determination of workmen’s 
compensation insurance. Special con- 
sideration is given at this time to the 
subject of the elimination of overtime 
remuneration from the payroll figures 
of the firm under audit, and thus from 
the charges made by the insurance 
company. 

The client need not sustain over- 
charges because of the inability of the 
insurance company auditor to deter- 
mine figures truly representative of the 
compensation risk involved. The insur- 
ance auditor is required only to work 
from information furnished him: he is 
not obligated, nor is he inclined, to de- 
velop and segregate figures relating to 
overtime work. 

No recommendations are made here 
as to the form payroll records should 
take. It is felt that if the accountant 
understands the application of the rules 
in use relating to this matter, he will 





JeRoME S. MIcter, B.S., M.B.A., 
is an insurance consultant to many 
firms. He is President of the Greater 
New York Insurance Brokers Asso- 
ciation and a member of the Insur- 
ance Society of New York. 

He is the author of several insur- 
ance texts and many articles, and 
co-author with Prof. Riegel of the 
standard college texts, “Insurance 
Principles and Practices” and “Fire 
Insurance.” Mr. Miller has been a 
special lecturer on insurance subjects 
and presently conducts a question 
and answer department in the insur- 
ance press. 
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be able to direct the proper arrange- 
ment of payroll records applied to a 
particular client. 

The subject is worth studying, be- 
cause the extra and therefore needless 
premiums payable resulting from the 
inclusion of overtime pay of one sort or 
another can. be considerable. 


Basis of Premium Charge 


Remember that the reason a work- 
men’s compensation premium is based 
on the payroll of the insured firm is that 
it has been found to be the most accu- 
rate measure of the hazard involved, 
since it reflects the exposure to accident 
by employees. The rate applied to the 
payroll varies among industries, and 
types of work within industries, because 
of the prevailing wage levels and the 
physical hazard (chance of accident) 
involved. 

Some years ago it was realized that 
wages paid in excess of the regular rate 
of pay because of work beyond regular 
hours should not be included in the 
payroli figures used to determine the 
premiums charge for compensation in- 
surance. Since the unit of measure- 
ment of the hazard is hours of work 
(refined statistically into a rate per 
hundred dollars of payroll), charging 
for payroll which includes excess pay 
would have two results. 

Nominally, on the one side, it would 
distort the picture statistically in meas- 
uring the hazard involved; and, on the 
other hand, it would penalize the policy 
buyer by having him pay a higher unit 
charge for an employee’s extra hours 
of work than for that same employee’s 
standard hours of work; but in the de- 
velopment of the many rules governing 
the treatment of payroll, apparent con- 
tradictions have run rampant. There- 
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fore, the following points must be closely 
followed in arranging to portray that 
portion of the payroll which is properly 
deductible from compensation insur- 
ance charges. 


Difference in Terms the 

Starting Point 

It is important first to realize that a 
difference exists, for compensation pay- 
roll purposes, between “premium” pay 
and “overtime” pay. 

Premium pay involves higher rates 
of pay generally because of night work, 
work under special conditions, work at 
unusual hours. It is the normal basic 
rate, the regular rate of remuneration 
for that work. No element of deducti- 
ble overtime exists in premium pay, the 
rules of the insurance companies hold, 
because that higher rate of pay is the 
regular pay for the work done. 

There is, however, one exception to 
this principle. Work on Saturdays, 
Sundays, or holidays is classed as over- 
time work. The higher-than-ordinary 
rate of pay is considered as excess over 
normal, and thus may be eliminated 
from the payroll applicable to the com- 
pensation insurance charge. 


Intent of Overtime Rule 


Except for that situation, the intent 
of the overtime rule is that overtime 
pay becomes deductible only if: 

1. The number of hours actually 
worked in the day or week exceeds the 
number of hours normal and usual to 
the firm involved or its industry ;. or 

2. The number of hours actually 
worked, regardless of (1) above is in 
excess of 8 hours in a day or 40 hours 
in a week. 

What is deductible as overtime pay ? 
Only that portion of such pay which is 
in excess of the wages which would 
have applied if the hours involved were 
compensated at the regular rate of pay. 

To illustrate the proper application 
of the overtime payment rule to specific 
circumstances, the following questions 
have been developed and have been an- 
swered in a statement by both the Na- 
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tional Council on Compensation Insur- 
ance and the New York Compensation 
Insurance Rating Board. 


Questions and Answers 
1. O Where the hourly rate of pay for 
a night shift worker is higher 
than the hourly rate for the day 
shift, should the increase over 
the daytime rate be considered 
overtime and excluded ? 
Al No, since such increased rate of 
pay is premium pay. 
Where a night shift worker 
works longer hours than usual 
and receives an increase in rate 
of pay above the regular night 
shift rate for extra hours, what 
is deductible ? 
The increased rate of pay over 
the regular night shift rate for 
the extra hours is deductible. 


~— 


For the first 4 hours of overtime 
the rate is time and a half ; there- 
after it is double time. If an 
employee continues to work 
after 12 hours total time, he is 
paid for an extra half-hour as 
supper money. What is deduc- 
tible ? 

The extra earned for overtime 
including the supper money is 
deductible. 


Ww 
ia 
ae 


— 
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An employee works during his 
paid vacation period or on a paid 
holiday, receiving straight time 
pay in addition to his regular 
vacation or holiday pay. What 
is deductible ? 

Unworked vacation or holiday 
pay must be included in the pay- 
roll for premium charge. No de- 
duction is allowed, the pay he 
received while actually working 
not constituting overtime pay. 


» 
md 


J 
~ 
A ~~ 


An employee, normally required 
not to work on a holiday, is paid 
for it at regular rate. If he does 
work he receives additional pay 
at time and a half. His total pay 
is thus 2% times regular rate. 
What is deductible ? 
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sig A One fifth of his total pay. No. 4 A (a) No deduction, since extra 
‘on above explains that his regular pay for stand-by is part of his 
holiday pay must be included. regular remuneration. (b) No 
The portion of his actual work deduction, because 4 hours pay 
at time and a half which repre- is actually received at straight 
for sents straight time contains no time. (Cc) The excess over 4 
“on element of overtime. The bal- hours at straight time is deduc- 
“i ance, therefore, is deductible be- tible; in this case, ™% hour 
tad cause it falls within the “Satur- straight time. 
ha day, Sunday, holiday” provision. — 9g. O In the case of piece work, is any 
J) The normal work-day is 7 hours. part of the pay deductible as 
al The hourly wage As $1.00 for overtime ? : 
the first 6 hours, $2.00 for the A If the rate of pay per piece is in- 
. ech tone IL enplxee reac afer th cpl work 
ual $700) ke ples a he the normal number of hours, the 
ate ough ee ge a gt: excess portion above the regular 
cht cets $8.00 (b) gn Pasa piece rate which is earned dur- 
hat ees gg assed” pon ing the extra hours worked, 
$10 00 ” * sas should be treated as overtime. 
ond l (a \There is no deductible over- An mares 6 eee 
ae fi \e : J J increased production within the 
time. (b) Deductible overtime normal working hours should 
is $1.00, being the increment not be considered as overtime. 
me over the basic hourly wage of ; ‘ 
re- $1.00 which is included in the 10. 9 An employee is paid an hourly 
an wage paid for the 8th hour. wage which is increased if his 
irk > Annie sualananniden teil production in normal working 
is ~ an hourly wage, but also receives ene apes a specie’ eocre a 
< % i ve ahem ard. Is this increase deductible 
ae a bonus lor reading a certain as overtime ? 
number of meters over a stand- LN 
ard number. If he works over- oe 
ond time he gets one and a half times 
- his hourly rate, and one and a Guaranteed Wage Agreements 
, half time the regular bonus. Finally attention must be given sepa- 
his What is deductible ? rately to those firms operating under a 
ud 1 The extra half-time and the ex- guaranteed wage contract or agreement 
_ tra portion of the bonus paid for under which employees receive a guar- 
lar work during the overtime hours anteed wage for work up to a specified 
lat is deductible. number of hours per week, such as 50 
In alternate weeks an employee hours, for example. The guaranteed 
ay holds himself available for emer- wage is computed, again for example, 
ly~ gency work; receiving an extra on the basis of 40 hours at straight time 
le- day’s pay. If he actually works and 10 hours at one and a half times 
ne then he gets, in addition, time the basic hourly wage. 
ng and a half for the hours worked, Under such plans, the full guaranteed 
subject to a minimum pay of 4 wage is considered the compensation 
ed hours at straight time, even payroll for any hours an employee 
id though he actually works only a works up to the maximum number of 
es half hour. What is deductible if hours covered by the contract, regard- 
“AV he is called on for (a) no emer- less of the basis on which the wage it- 
ay gency work; (b) ™% hour of self is computed. Deductible overtime 
te. emergency work; (c) 3 hours of here is applicable only to earnings in 
emergency work? excess of the guaranteed wages. 
er 781 
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Conducted by BENJAMIN Harrow, C.P.A. 


Estate Tax—Charitable Deduction 


The Internal Revenue Bureau re- 
cently issued a ruling! on the deducti- 
bility of a charitable bequest resulting 
from a contested probate that will un- 
doubtedly be followed by the State Tax 
Commission under the New York Es- 
tate Tax law. The situation resulted 
from the fact that the decedent had 
left two wills. One will left two-thirds 
of the remainder of a trust to charity. 
A later will left most of the estate to 
legatees not mentioned in the earlier 
will. The later will was admitted to 
probate. Several charities and some of 
the heirs contested both wills. Under a 
settlement agreement the charities re- 
ceived substantial amounts in settle- 
ment of their claims. The Revenue 
sureau was asked to rule on the de- 
ductibility of the charitable bequests for 
the amounts actually received by them 





BENJAMIN Harrow, C.P.A., has 
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St. John’s University. 

Mr. Harrow has been a member 
of the American Institute of Ac- 
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on the Society’s Committees on 
Awards and Publications, and is past 
Chairman of its Committee on State 
Taxation. He is also a member of 
the Institute’s Committee on Federal 
Taxation and its Council. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 











1 Rey. Rul. 145, August 3, 1953. 


in compromise of their claims based on 
the prior will. 

The Bureau held that the amounts 
actually received by the charities are 
deductible from the gross estate. The 
3ureau reasoned that if the probated 
will had bequeathed the residuary es- 
tate to ‘charity, but the amount had 
been reduced by a settlement agree- 
ment with heirs under a prior will, the 
charitable deduction would be limited to 
the amount actually received after the 
settlement agreement. The Bureau ar- 
gued that the rule should operate both 
ways. 


Estate Tax—Taxability of 

Annuities and Pensions 

The estate tax is a death tax levied 
on a decedent’s net taxable estate. The 
tax is all embracing for, in determining 
the net estate, the gross estate includes 
property that the decedent did not own 
at death but which he transferred dur- 
ing his life time in such a way that the 
transfer is deemed to be one of a testa- 
mentary nature. For example, a trans- 
fer of property at any time by trust 
or otherwise under which the decedent 
has retained the possession or enjoy- 
ment of the property or the right to 
the income from the property until 
death is a transfer taxable at death.? 

The purchase of an annuity for the 
life of a decedent is not a transfer that 
takes effect at death since the annuity 
ceases at death and nothing passes to 
any beneficiary. But suppose the de- 
cedent has purchased a survivorship an- 
nuity during his life time, wherein the 
annuity in some form continues for 
the benefit of some beneficiary. Has 
the decedent made a transfer of prop- 
erty during his life time which does 
not take effect in possession or en- 


2 Sec. 811 (c) (1) (B) LR.C. Sec. 249-r 3 (a) (ii) N. Y. Tax Law. 
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joyment until his death? Is death the 
generating source of the rights the 
beneficiary receives? The Commission- 
er has included survivorship annuities 
in the gross estate and the courts have 
approved the taxation of such transfers.° 

It is submitted that survivorship an- 
nuities are not transfers of property to 
take effect at death. They are bona 
fide sales for an adequate and full con- 
sideration in money and take effect 
immediately. The purchase price of a 
survivorship annuity really represents 
two contracts, one for the single life 
annuity and the other for the survivor- 
ship annuity. The second contract 
comes into effect when the first one 
ends. The fact that that moment is the 
death of the first annuitant does not 
mean that there has been a transfer of 
property to take effect at death. If the 
second contract went into effect after 
a term of years which was before the 
death of the first annuitant, would that 
be a taxable transfer? In our opinion 
it would not. Because the second con- 
tract commences at the moment of 
death of the first annuitant, the courts 
have in our opinion fallen into the error 
of sweeping annuities into the category 
of transfers to take effect at death. 

A recent ruling? of the Internal Rev- 
enue Service deals with the question of 
the exercise of an option under a pen- 
sion plan to take a reduced annuity on 
retirement and so provide for a sur- 
vivorship annuity for a wife. The 
specific question was whether the value 
of the survivorship interest was includi- 
ble in the gross estate. The ruling holds 
that the value of the survivorship an- 
nuity is not taxable under the general 
rule with respect té transfers to take 
effect at death,® but is taxable under an- 
other section® relating to transfers made 
after October 7, 1949, where possession 


or enjoyment of property can be ob- 
tained only by surviving the decedent. 
The Revenue Service held therefore 
that the value of the survivorship an- 
nuity was not includible in the gross 
estate if the election was made prior to 
October 8, 1949, but was includible if 
the election was made after October 7, 
1949, 

The ruling discusses the Twogood 
case’ where this question was con- 
sidered and also the Higgs case.8 Both 
cases held that the value of the sur- 
vivorship annuity was not includible as 
a transfer with a retention of income for 
the decedent’s life. (Sec. 811(c)(1) 
B, I. R. C. and Sec. 249-r 3(c) (ii) 
N. Y. Tax Law.) The ruling states 
that 

“if an employee is entitled to an annuity 
for life under an employer’s retirement 
plan and elects to receive a reduced annuity 
for his life with a survivorship annuity to 

a designated dependent if he or she survives 

the decedent, the decedent has not retained 

an interest in the part of the property upon 
which the designated surviving dependent’s 
annuity is based, even if it were considered 
that the decedent had made a transfer of 
property.’ (Italics ours.) 
The ruling therefore follows the 
Twogood case. Congress changed the 
law with respect to elections made after 
October 7, 1949, when it amended 
Section 811(c)(3), and the question 
now is whether under this amendment 
a transfer is made when the decedent 
elects to take a reduced annuity and 
gives another person a_ survivorship 
annuity. The Tax Court, in the 
Twogood case, held that the decedent’s 
interests in the annuity which he would 
receive in the future were property 
rights and that he made a transfer of 
that part of the annuity upon which 
the beneficiary’s annuity was_ based. 
The Court of Appeals in the Twogood 
and Higgs cases did not decide this 


3 Mearkle’s Estate v. Commissioner, 129 F (2d) 386; Commissioner v. Wilder’s Estate, 
118 F (2d) 281; Commissioner v. Clise, 122 F (2d) 998. 


4 Rev. Rul. 158, August 17, 1953. 
7”) SéewSkl (eo) €b) ¢B): 


6 Sec. 811 (c) (3). Sec. 249-r 3 (c) N. Y. Tax Law. 
7 Commissioner v. Estate of Frederick John Twogood, 15 T.C. 989; affd., 194 F (2d) 


8 Estate of William J. Higgs v. Commissioner, 184 F (2d) 427. 
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point, saying merely that even if it 
were assumed that transfers did occur, 
such transfers were not taxable within 
the meaning of Section 811(c)(1)(B). 
The Internal Revenue Service there- 
fore takes the position that there is a 
transfer within the meaning of Section 
811(c)(3), since the exercise of the 
option by the decedent deprives the de- 
cedent of an interest in property which 
he would otherwise enjoy. 

The ruling states that the value of 
the survivorship annuity is also taxable 
under Section 811(b) (Section 249-r 
7 N. Y. Tax Law) as the exercise of 
a general power of appointment. The 
decedent’s right to take the entire an- 
nuity or a lesser annuity constitutes a 
general power of appointment exercis- 
able in his own favor. 

The ruling concludes by saying that 
it has no application to survivorship 
annuities purchased for cash. ( Presum- 
ably the taxability of such annuities is 
not free from the doubts raised by us 
in our previous comments on annuities. ) 

This ruling is of special importance 
to New York estates since it is the 
stated policy of New York courts to 
follow the federal law in estate tax 


issues. 


An Income Tax Aspect of Joint 
and Survivor Annuities 


The Revenue Act of 1951 amended 
the Code with respect to the basis for 
computing taxable income to the sur- 
vivor annuitant. Before the amend- 
ment, the cost of the annuity to the 
second annuitant was the consideration 
paid for the survivor’s annuity, the 
donor’s cost. Three per cent of the 
cost received is taxable income and 
the balance a return of the cost. After 
the entire cost has been recovered the 
entire amount received is taxable in- 
come. Under the 1951 amendment the 
survivor’s interest in a joint and sur- 
vivor’s annuity is considered to be prop- 
erty acquired by bequest, devise or in- 
heritance from the decedent if the 








death of the decedent was after Decem- 
ber 31, 1950, and provided further 
that the value of any part of such in- 
terest was required to be included in 
the decedent’s gross estate. 

For years prior to 1951, if an an- 
nuity contract was purchased by an em- 
ployer, the entire amounts received 
each year were includible in gross in- 
come. Under the amendment to Sec- 
tion 113(a)(5) if the joint and sur- 
vivorship annuity is included in the 
gross estate it is given a stepped-up 
basis from zero to the value at which 
such interest is included in the gross 
estate. If the annuity is not included in 
the gross estate, as in the Twogood and 
Higgs cases, the annuity will be fully 
taxable for income tax purposes. Al- 
though the New York Tax Law has 
no provision similar to those introduced 
by the Revenue Act of 1951, (See 
113(a)(5) and Section 22(b)(2)(C) 
[.R.C.), it may be assumed that where 
the right to a survivorship annuity has 
been included in the gross estate under 
Section 249-r 3, the amount so included 
will constitute for the surviving an- 
nuitant the basis for the computation of 
the three per cent taxable under Sec- 
tion 359(2)(b) of the New York Tax 
Law. 


Taxability of Survivorship Annuity 
Under New York Law 


Under Section 249(r), sub. 3, of the 
New York estate tax law, a decedent’s 
exercise of an option under an annuity 
to take a lesser amount to provide for 
a survivorship annuity to his wife is 
taxable upon his death. This issue 
came before the Appellate Division in 
a recent case.? The decedent was a 
member of the New York City Retire- 
ment System and upon his retirement 
he selected an irrevocable option for a 
lesser annuity with one-half the amount 
payable to his wife for life if she sur- 
vived him. A second issue involved 
the valuation for estate tax purposes 
of her annuity. 


9 Matter of Herman K. Endemamn, dec’d., 282 App. Div. 768, modfg. Surrogate’s 


Court, July 7, 1953. 
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On the basis of mortality tables, the 
Superintendent of Insurance valued the 
annuity at $8,572.06. The Surrogate 
had held that the survivor’s annuity was 
not taxable under Article X VI, Section 
5, of the New York State Constitution. 
This provides that pensions paid to 
officers and employees of the state and 
its subdivisions and agencies shall not 
be subject to taxation. 

The State Tax Commission appealed 
the decision and the Appellate Division 
held that the exercise of the option was 
a taxable transfer not prohibited by the 
Constitution. It also held that a valua- 
tion by the Superintendent of Insurance 
based upon statutory assumptions was 
incorrect. The actual value of the sur- 
vivorship annuity was ascertainable 
under the pension plan and the annuity 
should be valued on the decedent’s in- 
terest in that annuity and not on the 
value of the annuity interest to the 
beneficiary. Such value was established 
by the Retirement System at $5,514.44 
and that was the interest transferred by 
the decedent. 

A dissenting opinion argued that the 
value set by the Retirement System 
represented the value of the survivor 
annuity at the time the option was 
exercised by the decedent and that the 
Surrogate is required to determine the 
value as of the time of decedent’s death, 
according to the rule, method, and 
standard of mortality and value em- 
ployed by the Superintendent of Insur- 
ance for valuing annuities, and not in 
accordance with computations employed 
in the Retirement System. Another dis- 
senting judge was of tle opinion that 
at the time of his death the decedent 
had no property interest in the fund 
and that he had at no time made anv 
transfer of any interest in that fund. 
(Italics ours.) 


Apportionment of Estate Taxes 

to an Annuity 

The Surrogate’s Court ruled! re- 
cently that a company issuing an an- 


nuity purchased by a decedent and pay- 
able to his widow during her life was 
not liable for the payment of estate 
taxes apportioned to the value of the 
annuity and included in the gross es- 
tate. The will directed that all inherit- 
ance taxes assessed upon the legacies 
and devises provided for in the will 
should be paid out of the residuary 
estate. The annutiy provided for month- 
ly payments which were to terminate 
upon the death of the widow. There 
was no provision in the annuity for 
any specified number of payments nor 
for paying over any specified sum of 
money upon the death of the widow. 
The widow contended that the amount 
of the tax apportionable to the annuity 
should be paid out of the residuary es- 
tate. The company that issued the an- 
nuity was cited in the apportionment 
proceeding and it argued that the ap- 
portioned tax should not be collected 
from it because it was not a person 
“interested in the estate” or a person 
“in possession of property” within the 
tax apportionment statute.!! The Sur- 
rogate also held that the tax on the an- 
nuity was not payable out of the residu- 
ary estate. 

Section 124 directs that, in the ab- 
sence of a contrary direction by the 
testator, estate taxes are to be pro- 
rated among those interested in the 
estate to whom property was trans- 
ferred or to whom any benefit accrued. 
The Executor is empowered to recover 
the proportionate amount of the tax 
payable by the persons interested in 
the estate. The Court pointed out that 
no specific provision was made for an- 
nuities, but the report of the Decedent 
Estate Commission stated that the taxes 
apportioned against the entire value 
of an annuity would be paid from the 
fund set aside for its payment and it 
apparently was the intention that the 
apportioned tax would be amortized as 
the installments of the annuity were 
paid. 


10 Estate of Moritz Gross, Surrogate’s Court, N. ¥Y. County, N.Y.L.J., August 14, 1953, 


page 247. 
11 Sec. 124, New York Decedent Estate Law. 
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Primary liability for the apportioned 
tax is upon “persons interested in the 
estate” and that includes all persons en- 
titled to receive any property, or any 
interest required to be included in the 
gross estate whether under a will or 
by reason of any transfers, trusts, 
rights, etc., enumerated in Section 
249-r. The Surrogate then states that 
an insurance company is not a “person 
interested in the estate’, since such a 
person must be possessed of a bene- 
ficial interest.!2 Even though the com- 
pany is not primarily liable there could 
still be recovery against it if it were 
“in possession” of property. 

That question was litigated in J/atter 
of Scott.'5 The decedent in that case 
was insured under policies providing 
for the payment of the proceeds to 
beneficiaries in installments. It was 
held that the executor could recover a 
proportionate amount of the tax from 
the funds in the hands of the insurers. 
In the Zahn case the proceeds were 
paid to the beneficiary shortly after 
decedent’s death and after notice to 
the State Tax Commission. “In pos- 
session” was construed as requiring 
the property to be in the hands of the 
insurer at the time of the application 
for a proration. Annuities differ from 
insurance proceeds. The insurance com- 
pany is under a contractual obligation 
to make specified payments but, said 
the Court, it does hold any ascertainable 
funds on deposit. It is merely a 

“debtor whose liability is conditioned 
upon the survival of the annuitant on the 
first of each month. Death at any time 
prior to the aforementioned date terminates 
the company’s engagements under the con- 
tract. 


he liability of the company cannot be 
ascertained as any fixed sum. 


“Moreover, the reserves retained upon 
each annuity contract do not inure to the 
benefit of the particular agreement but are 
inerged to form a general reserve for all 
similar contracts issued to persons of the 
same age as the annuitant. Depletion of 
this reserve would not only contravene the 
terms of the individual agreement but 


would jeopardize the rights of other an- 

nuitants of the same class.” 

The court then shows the injustice 
of making the company liable for the 
tax on the annuity. “A contrary re- 
sult might impose an unjust burden on 
the company in contravention of the 
terms of its contract with decedent. 
The amount of tax apportioned to the 
annuity which is claimed to be due 
from the company is $9,608.70. This 
is approximately the total of the month- 
ly payments which will be made to 
the widow during the next fifty-one 
months. If she were to die at any time 
prior to the expiration of fifty-one 
months, the contractual obligation of 
the company will terminate, and the 
company will have paid an amount in 
excess of its obligation.” 

The primary obligation for the pay- 
ment of the tax is that of the person 
interested in the estate or benefited by 
the bequest and is collectible from such 
person or from his share in the estate. 

This case highlights one of the weird 
effects resulting from our current treat- 
ment of annuities as part of the gross 
estate taxable at death. Although the 
Surrogate intervened to prevent an in- 
equitable result so far as the insurance 
company was concerned, the same in- 
equitable result would ensue in collect- 
ing the tax from the widow. She too 
might be paying out in tax more than 
she would receive in fifty months if she 
lived that long. 


Change in Accounting Period 


Section 388 (2) of the income tax 
law provides that a taxpayer may 
change his accounting period with the 
approval of the Tax Commission from 
a fiscal year to a calendar year, from 
a calendar year to a fiscal year, or from 
one fiscal year to another fiscal year. 

Article 528 of the Regulations pro- 
vides that the taxpayer shall give writ- 
ten notice of such change to the Tax 
Commission and the reasons for the 
change. Such written notice must be 


12 Matter of Zahn, 188 Mise. 856; rev’d., 273 App. Div. 476; aff’d., 300 N.Y. 1. 
13 158 Misc. 481; aff’d., 249 App. Div. 542; aff’d., 274 N. Y. 538; cert. den., 302 U. S. 721. 
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given at least thirty days before the due 
date of the return on the basis of the 
existing taxable year and at least thirty 
days before the close of the proposed 
taxable year. If the taxpayer is sub- 
ject to federal tax he must file with the 
application a copy of the consent of the 
Commissioner of Internal Revenue to 
change the basis of his return for federal 
tax purposes. 

Another section of the law (Section 
370) provides for the filing of a return 
for the short period between the close 
of one taxable period and beginning of 
the next period. Such return is re- 
quired to be annualized (Reg., Art. 
529) but the exemptions are reduced 
by prorating the full exemption to the 
number of months in the short period. 

The optional deduction is not allowed 
on the return for the short period. 

Annualization is accomplished by 
multiplying the combined net income 
and net capital gain for the short period 
by twelve and dividing by the number 
of months included in the period for 
which the separate return is made. An 
important provision in Article 529(a) 
should be noted. This provides that 
any change in an accounting period for 
which permission is granted shall not 
diminish the amount of tax which 
would have been due had such change 
not been made. 

The provisions in the regulations 
may have to be modified by reason of 
a recent change in the Regulations un- 
der the Internal Revenue Code,!* which 
permits a taxpayer in certain situations 
to change an accounting period without 
advance permission. Under this amend- 
ment, permission to change the ac- 
counting period is not required if the 
short taxable year ends after June 30, 
1953, and three conditions are satis- 
fied. The first is that the taxpayer has 
not changed his accounting period for 
the past five calendar years ending 
with the calendar year which includes 
the beginning of the short taxable year. 
The second condition is that the short 
taxable year is either a period of not 


14 Reg. 29.46.1, as amended by T.D. 6035. 


1333 


more than three months or is a period 
of nine or more months. The third 
condition is that the taxpayer’s net in- 
come for the short taxable year when 
annualized is at least eighty per cent of 
the net income for the preceding tax- 
able year of twelve months. 

For the purposes of determining 
whether there has been a change in the 
accounting period for the past five years 
a change in the accounting period of a 
partnership is considered to be a change 
by each partner and, conversely, a 
change in the accounting period of a 
partner counts as a change by a part- 
nership. Similarly a change in the ac- 
counting period of a trust counts as 
a change by the beneficiary and visa 
versa. 

Under the second condition, a cal- 
endar year taxpayer may change his 
accounting period to fiscal years end- 
ing January 31, February 28, March 
31, September 30, October 31 and No- 
vember 30, without first obtaining per- 
mission. Likewise, a change may be 
made without permission from any of 
these fiscal years to a calendar year. 
To change to a fiscal year ending on 
the last day of April, May, June, July 
or August, permission to make the 
change must be obtained. However 
such permission may be obtained at any 
time up to fifteen days following the 
close of the short taxable year instead 
of sixty days prior to the close of the 
short taxable year. 

The adoption of a new fiscal period 
may prove quite advantageous to tax- 
payers. Husbands and wives who have 
different accounting periods will be able 
to take advantage of income splitting on 
joint returns. For 1953 and later vears 
ninety per cent of the tax must be paid 
in the two first installments, March 
15th and June 15th, for calendar year 
corporations. A change to a fiscal year 
may cause the quarterly payments to 
become due at more convenient dates. 
For accountants who prepare the re- 
turns a change to a fiscal year will 
ease the pressure of March 15. 


(Continued on page 790) 
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Conducted by Louis H. Rappaport, C.P.A. 


Stock Options 


In our October issue we wrote about 
a new rule which the SEC proposed to 
adopt dealing with the accounting for 
compensation in the form of stock op- 
tions. In that issue we showed how 
the thinking on this question has 
changed in recent years. 

The first authoritative statement on 
the subject was Bulletin No. 37 of the 
American Institute of Accountants 
Committee on Accounting Procedure. 
Later (in January, 1953) the AIA 
Committee changed its thinking and 
issued a revised Bulletin No. 37 on 
the same subject. This bulletin is now 
continued virtually unchanged in ATA 
Bulletin No. 43 which is a restatement 
and revision of all bulletins previously 
issued by the Committee on Account- 
ing Procedure. 

In February, 1953, the SEC an- 
nounced that it proposed to issue a rule 
dealing with accounting for stock op- 
tions which, in effect, was the same as 
the original AIA position. The pro- 
posal, in fact, was made because the 
AIA had changed its position on this 
matter. The SEC asked for comments 
on its proposal. After considering the 
comments it received, the SEC de- 
cided not to adopt the rule it had pro- 
posed, but in lieu thereof said that it 
had another proposal. 

The new SEC proposal would not 
conflict with the AIA rule, but would 
require certain additional disclosures 
by means of footnotes to income state- 
ments. With certain relatively unim- 
portant changes, that proposal has now 
been adopted by the SEC. 





Louis H. Rappaport, C.P.A., has 
been a member of the Society since 
1933. He is a partner in the firm of 
Lybrand, Ross Bros. & Montgomery, 


Le fe 6. 
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The new rule is an addition to Rule 
3.20 of Regulation S-X which is the 
Commission’s basic accounting regula- 
tion. The new rule is effective with re- 
spect to financial statements filed with 
the SEC for fiscal years ending on or 
after December 31, 1953. 

The rule adopted by the SEC is as 
follows: 


Rule 3-20(d). Capital Stock Optioned 
to Officers and Emplovees. 


(1) A brief description of the terms of 
each option arrangement shall be given, 
including (i) the title and amount of 
securities subject to option; (ii) the year 
or years during which the options were 
granted; and (iii) the year or years during 
which the optionees became, or will become, 
entitled to exercise the options. 

(2) State (a) the number of shares un- 
der option at the balance sheet date, and the 
option price and the fair value thereof, per 
share and in total, at the dates the options 
were granted; (b) the number of shares 
with respect to which options became ex- 
ercisable during the period, and the option 
price and the fair value thereof, per share 
and in total, at the dates the options be- 
came exercisable; and (c) the number of 
shares with respect to which options were 
exercised during the period, and the option 
price and the fair value thereof, per share 
and in total, at the dates the options were 
exercised. The required information may 
be summarized as appropriate with respect 
to each of these categories. 

(3) State the basis of accounting for 
such option arrangements and the amount 
of charges, if any, reflected in income with 
respect thereto. 


Form 9-K Rescinded 


In our September, 1953, issue this 
department stated that the SEC had 
under consideration a proposal to re- 
scind Form 9-K. This is the form on 
which most listed and some unlisted 
companies are required to make quar- 
terly reports of their sales or operating 
revenues. 

The Commission has announced that, 
effective October 9, 1953, the form and 
the rules relating thereto have been 
rescinded. 


December 
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Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 








Conducted by Max Brock, C.P.A. 


Supplementing the Profit 
Share Plan 


Accountants may propose or be con- 
sulted as to profit share plans for 
clients’ organizations. This is properly 
within their sphere as advisors to busi- 
ness management. However, there are 
certain hazards which should be recog- 
nized by accountants and brought to the 
notice of their clients. 

Prof. Marcus Nadler, prominent 
economist, in a recent address, urged 
the following considerations : 


1. The profit share plan should be 
supplemented by measures to insure 
that the efforts (or lack of effort) by 
the employees to help create profits can 
be recognized. If employee accomplish- 
ment cannot be measured and disclosed, 
the plan will become just another fringe 
benefit and will eventually become 
sterile. Here is an opportunity for ac- 
countants to do a very constructive job. 

2. Employees should be informed 
as to what factors are essential to the 
earning of profits and their uncertain 
nature. They should be made to realize 
that losses can be, and are, suffered by 
businesses. This information is neces- 





Max Brock, C.P.A.(N. ¥., Pav), 
is a former chairman of the Commit- 
tee on Administration of Account- 
ants’ Practice of the New York State 
Society of Certified Public Account- 
ants. He is a lecturer at The City 
College of New York in the graduate 
course on Accounting Practice. Mr. 
Block is a member of the firm of 
Anchin, Block & Anchin. 














sary to insure that, in the event there 
are no profits to divide, the employees 
will not feel that they are taking a pay 
cut. Reporting to employees is a seri- 
ous matter if the profit share plan is 
to have a reasonable chance for success. 
Here too the accountant can play an 
important role. 


Tax Newsletters to Clients 


In the September, 1953 column refer- 
ence was made to the position of the 
American Institute of Accountants with 
respect to what is sometimes referred 
to as “canned newsletters.” The Insti- 
tute held that the distribution to clients 
of purchased newsletters, with the ac- 
countant’s name imprinted thereon, 
was not in the spirit of its rules of pro- 
fessional conduct. However, the dis- 
tribution of such material, without the 
imprinting of the accountant’s name 
thereon, is not considered improper if 
sent only to clients and such other per- 
sons (bankers, lawyers) as would be 
consistent with Rule 7. The attach- 
ment of the accountant’s business card, 
for example, would be suitable as a re- 
placement for the printed name. 


Credit Executives’ and 

Accountants’ Relations 

The proceedings of the April, 1953, 
conference of credit executives and cer- 
tified public accountants are being re- 
ported in this column in installments. 
Here is the second important question 
discussed, and the answer of a represen- 
tative bank credit grantor : 

“Ouestion: Although no actual contracts 


usually exist between accountants and credit 
grantors guaranteeing the credit of debtors, 
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credit grantors frequently rely greatly on 
their confidence in the accountants in extend- 
ing credit. 


(a) What is the accountant’s responsibility 
and duty to credit grantors? 

(b) Should the accountant warn credit men 

of imminent dangers in a client’s finan- 

cial status? 

Does the credit grantor expect the 

accountant to notify him voluntarily on 

a client's downward trend? 


Q 


“Answer by Mr. Benjamin P. Schoenfein 
(The Public National Bank and Trust Co. 
of N. Y.) On this platform now are men 
who have been around for quite a while and 
who have watched the growth of the little 
companies (of twenty and twenty-five and 
even more years ago) toa size today that is 
really impressive. Upon further examination 
one finds that large credits were generously 
extended early in the game when capital did 
not justify such credits, liberality based on 
the fact that in the picture was an accountant, 
who, with the understanding and agreement 
of his client, was the link between the cus- 
tomer, this then small customer, and the 
supplier. 

“T can remember some years ago, and I 
suppose it is still the fact, that it was not at 
all uncommon for a company with a $50,000 
capital, manufacturing cheap dresses, to do a 
million and a half dollars in annual volume. 
It is obvious that this involved the extension 
of quite liberal credit and that suppliers had 
to be kept informed. Over the years liberal 
credits in the textile field have been the rule 
rather than the exception and it is because of 
this that there has grown up the custom of 
the accountant, with the full understanding 
and oftimes the written agreement of his 
client, supplying information whenever called 
for by the credit grantor. 

“This procedure presents no problem as 
long as things are moving along smoothly. 

“However, another part of the question 
before us deals with the situation that presents 
itself when the client is not doing so well. 


What is then the responsibility of the ac- 
countant? Well, certainly where there is 
agreement that he is to supply information, 
his obligation is to give information. 

“As to the question, “Should the account- 
ant warn creditors of imminent dangers in a 
creditor’s financial status ?”—if the relation- 
ship has been one of liberal granting of credit 
on the part of the supplier and of furnishing 
information regularly by the accountant, the 
client’s best interests would be served by 
taking one or more of the important suppliers 
into his confidence and by revealing the true 
state of his affairs. If the situation can be 
saved, that is the time to work it out. If it 
is more-perilous, obviously everyone should 
know about it. I think it is quite clear that 
in one fashion or another, the accountant has 
to continue what he has started—to give in- 
formation down to the finish line. This sub- 
ject has many subdivisions; there are un- 
doubtedly situations where it is not as clear 
that the accountant must notify creditors. 


“T might add at this point that there is no 
implication here that the accountant is ex- 
pected to check credit for the credit grantor. 
The accountant is expected to supply the 
facts. The credit grantor is expected to be 
able to interpret those facts. 

“T think George Hutt has answered the 
question whether the accountant should, i 
relinquishing his engagement, under certain 
circumstances, notify the credit fraternity. I 
go along with his explanation of when that 
should be done. He gave the case of the 
accountant notifying a particular supplier by 
whom most of the goods were furnished— 
clear-cut case where the accountant should 
follow through and let that fellow know. 
Where there has been from the very begin- 
ning a continuity of information supplied by 
the accountant, I do not see how he can pos- 
sibly slip out at the end and say, “I no 
longer have the responsibility to keep you 
informed.” If by reason of his disclosures 
he is discharged, I think he has the further 
obligation to make known the fact that he is 
no longer on the books.” 


XS 
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(Continued from page 787) 


How the amendment may affect tax- 
payers is illustrated in the following ex- 
ample. A corporation on a calendar 
year basis has an operating loss of 


$50,000 for 1952, which for various 
reasons may not be carried back to 
1951. By the end of September, 1953, 


it has a net income of $50,000 for a 
nine-month period. If it changes its 
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accounting period to a fiscal year end- 
ing September 30, it files a return for 
the short period of nine months and 
reports no net income. Its first return 
for the full period of twelve months will 
be for the fiscal year ending September 
30, 1954. No tax will be payable until 
December 15, 1954, when the return 
for that fiscal period will be due. 


December 
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Payroll Tax Notes | 














Conducted by SAMUEL S. REss 


New Federal Payroll Withholding 
Tax Regulations Effective 
January 1, 1954 
There are some differences between 

the present income tax withholding 

Regulations 116 and the provisions of 

Regulations 120, scheduled to go into 

effect on January 1, 1954. 

The income tax withholding rates 
on payroll drop from 20% to 18% after 
allowing for the employee’s personal 
exemptions. The social security tax 
rate rises from 3% to 4%; 2% (for- 
merly 142%) is deductible from em- 
ployees taxable wages. 


Undelivered Forms W-2, 
Withholding Statements 


New regulation section 406.501 (e) 
sets up the procedure which an employ- 
er must follow in disposing of Forms 
W-2 which he is unable to deliver after 
making reasonable attempts to turn the 
employee’s statements over to the prop- 
er former employee. The employer 
should send the undelivered statements 
to the District Director of Internal 
Revenue, with an explanation as to 
why delivery has not been made. The 
time limit for turning over the unde- 
livered W-2 slips to the District Direc- 
tor is the earlier of the date when the 
employer files a final return or the date 
when he files his Form 941 (Quarterly 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936, and is also a member of the 
Bar. He has specialized in the pay- 
roll tax field since the inception of 
this type of legislation in 1936. 

Dr. Ress is Vice Chairman of the 
Society’s Committee on Labor and 
Management and a member of its 
Committee on State Taxation. 
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Payroll Tax Report) for the first quar- 
ter of the year following the year for 
which the Form W-2 was prepared. 

It is also provided that a Form W-2a, 
the triplicate of Form W-2 is accept- 
able in lieu of a Form 1099 information 
return, regardless of whether there was 
any withholding from the reported 
wages. 


Reconciliation Reports (Form W-3) 
Being Eliminated in 1954 


The necessity for filing Forms W-3, 
reconciliation of withholding taxes re- 
ported on the quarterly reports with 
the total amount of the individual em- 
ployee statements as indicated on the 
W-2 forms, has been eliminated in 
the future according to new regulation 
section 406.601. 

The same information now required 
on Form W-3 will have to be reported 
at the top of Form 941, at the time 
employer files his fourth quarterly re- 
turn along with the Forms W-2a for 
those of his employees in his employ 
at the close of the year. For employees 
who leave before the close of the year, 
the Forms W-2a would have to be filed 
with the Form 941 for the period in 
which the last payment of wages is 
made to such employees. All corrected 
withholding statements should be sub- 
mitted separately at the time that the 
annual return is filed. 


Sunday or Holiday Due Date 


Regulaion 406.605 provides that if 
the due date for filing a return falls on 
a Sunday or holiday, the taxpayer has 
until the next following business day 
to file his return. If the return is filed 
by mail, it must be filed early enough 
so that the return will reach the Dis- 
trict Director on or before the due date 
under the ordinary handling of the 
mails. 
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Extension of Time for Filing 
Withholding Statements 
The District Director of Internal 
Revenue is given specific authority to 
grant extensions of time within which 
to file withholding tax statements on 


Forms W-2 and W- 2a. 


New York Disability Insurance 

Employee Contributions 

New York State income tax need not 
be paid on employee contributions 
which an employer chooses not to de- 
duct from his employee’s wages for 
New York State Disability Insurance 
purposes. : 


New York State Unemployment 

Insurance—Statute of Limitations 

A very interesting case has just been 
decided by the Appeal Board involving 
the effect of the change in the Statute 
of Limitations as provided in Section 
576 of the law, so as to extend the limi- 
tation period from four years to six 
years. (Appeal Board Case #38,878- 
53, decided Ocober 2, 1953.) An audit 
of the employer’s books had been made, 
resulting in an additional assessment 
for contributions in the sum of $608.78 
for the period: January 1, 1946, 
through June 30, 1952. 

The principal amount of contribu- 
tions assessed was based upon compen- 
sation received by a former employee. 
The Employer had filed wage reports 
required by the Industrial Commis- 
sioner, including reports for the years 
1946 and 1947 which had been found 
to have been inaccurate and erroneous 
in certain respects. The Employer filed 
these erroneous wage reports ‘without 
intent to defraud. No written notice 
had been given to the Employer of a 
determination of the Industrial Com- 
missioner with respect to the amount 
of additional contributions due until 
September 23, 1952. The Referee sus- 
tained the determination and the Ap- 
peal Board originally affirmed the Ref- 
eree's decision. However, pursuant to 
Section 534 of the law, the Employer 
applied to the Board to reopen and re- 
consider its previous decision. 

The Employer claimed that Section 
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576 of the Unemployment Insurance 
Law, as in force during the years 1946 
and 1947, resulted in the barring of any 
assessment for those two years when 
made on September 23, 1952. The Stat- 
ute of Limitations had been extended 
from the four-year period to six years 
commencing July 1, 1952. It was his 
position that the extension of the stat- 
ute did not operate to revive the power 
of assessment which had already been 
barred. The Appeal Board cited among 
other cases the recent case of Gallewsky 
v. H. Hentz & Co., 301 New York 164. 
The court had declared in that case that 
a State could not constitutionally re- 
vive a cause of action affecting title to 
property. The court further stated that 
a State could not constitutionally revive 
any personal cause of action unless the 
circumstances are such as to satisfy the 
court that serious injustice would re- 
sult to parties not guilty of any fault 
if the intention of the legislature is 
not effectuated. 

The Appeal Board stated that there 
were no exceptional considerations to 
be found in this case. The statute in 
question is a tax statute. It would 
seem clear that the time limitation con- 
tained in it before amendment was in- 
tended to prevent, after a reasonable 
period of time, the assertion and en- 
forcement of a stale claim by the In- 
dustrial Commissioner. The statutory 
change in 1952 had not been brought 
about by any special circumstances re- 
quiring legislative action to prevent 
serious injustice. 

The Appeal Board noted that noth- 
ing in the language of the amended 
statute expressly or impliedly supports 
the Industrial Commissioner’s conten- 
tion that it was the intention of the 
legislature in enacting the amendment 
to revive Unemployment Insurance 
Tax liabilities of an Employer where 
the right of enforcement had already 
been lost through the passage of time. 

The Appeal Board ordered the In- 
dustrial Commissioner to eliminate 
from its assessment any additional con- 
tributions based upon wages unreported 
for the years 1946 and 1947. 
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Announcement of 


1954. Prize Essay CONTEST! 


The Board of Directors of the Society has authorized the 
Committee on Publications to conduct a prize essay contest (1) 
among seniors and graduate students majoring in accountancy, 
duly enrolled in the colleges of New York State for at least one 
semester (or quarter) between September 1, 1953, and June 30, 
1954, and (2) among non-certified members of the staff of 
any New York State office of CPA firms engaged in the public 
practice of accountancy. The article may cover any topic in the 
field of accounting and ‘or auditing. A list of suggested topics 
appears on page 800. 


In each of these classes, prizes in the amount of $100 for the 
best article and $50 for the second best article are offered. In 
addition, the two winners in each class and any others sub- 
mitting papers worthy of honorable mention wil! receive a one- 
year subscription to The New York Certified Public Accountant. 


The General Rules of the Contest are as follows: 


All papers shall be original, and the manuscript shall be typed in 
duplicate on 81% x 11 stationery on one side, double- or triple-space 
typing, and shall not be more than 6,000 words in length. Each 
contestant shall indicate the exact number of words in his paper 
at the end thereof. 

* 
The name of the individual submitting a paper shall not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be submitted in duplicate, accompanied 
by a covering letter giving the contestant’s name and address and 
all other information required to show conformity by the con- 
testant with the terms, rules and conditions of the contest. When 
submitted to the judges, each manuscript will be given a key 
number for identification. 

* 
Manuscripts’ should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 677 Fifth Avenue, New 
York 22, N. Y., on or before June 15, 1954. Awards will be 
announced as soon thereafter as possible. 


* 


All papers submitted shall become the property of the New York 
State Society of Certified Public Accountants and shall be available 
for publication in The New York Certified Public Accountant. 
The decision of the judges shall be final as to what papers, if any, 
may be entitled to prizes or which of the prize-winning papers, 
if any, will be published. 
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SOME SUGGESTIONS AS TO TOPICS 
FOR THE 
PRIZE ESSAY CONTEST 


The auditor’s responsibility for the examination of major plant additions constructed 
by outside contractors. 


Should the auditor give his opinion on the balance sheet alone? 
f internal control over branches on their examination by independent auditors, 
What constitutes a good staff-training program from the viewpoint of staff members? 
Standards of evaluation of staff personnel for salary increases and advancement in rank, 
How can standards of report writing be improved? 
\dvantages and disadvantages of Direct Costing. 
\lethods of accounting for Research and Development Expenses. 
Consolidation of accounts of foreign branches and subsidiaries. 
Have unit costs any value in institutional accounting? 
Methods of allocating indirect expenditures in educational institutions. 
\re there any generally accepted principles of cost accounting? 
\ccounting for inter-line freight charge settlements among railroads. 


Principal and income problems with respect to wasting assets being administered under 
a testamentary trust. 


\ny other topic in the field of accounting and/or auditing. 
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THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


May 11, 1953 


Committee on Ways and Means 
House of Representatives 
Washington, D. C. 


Gentlemen: 


We respectfully submit 76 recommendations for amendment of the Internal 
Revenue Code proposed by the Federal Tax Committee of The New York State 
Society of Certified Public Accountants and approved by its Board of Directors. 
These recommendations are the culmination of a continuing study which has 
been in progress for many years during which our membership of over 6,700 
Certified Public Accountants has submitted the results of their own practical 
experience for the consideration and review of our Committee. The proposed 
changes, which have varying effects upon the revenue, both by way of increase 
and decrease, are designed in every instance to eliminate inequities and to 
improve the administration of the Code. 

It should be recognized that the Commissioner of Internal Revenue in recent 
weeks has taken several important and constructive steps which will improve the 
administration of the tax laws. In that connection we again urge the adoption 
of a long-range program for the review of our federal tax laws by a non-partisan 
commission, to consist of Congressional and government representatives, and of 
accountants, lawyers, economists, and representatives of industry, labor, agricul- 
ture and other appropriate groups. Such a commission should have as its purpose 
the thorough overhauling and simplification of our tax strueture. It should then 
continue to function on a stand-by basis, so that the tax Code ean be kept eur- 
rently free of inequities and thus inspire the confidence, respect and wholehearted 
cooperation of the taxpayers of this country. 

Copies of these recommendations are being submitted to the Committee on 
Finance of the United States Senate and to the Joint Committee on Internal 
Revenue Taxation. 

Respectfully submitted, 
COMMITTEE ON FEDERAL TAXATION 
oF THE NEW YorK STATE SOCIETY OF 
CERTIFIED PuBLIc ACCOUNTANTS 
Benjamin Grund, Chairman 
Henry Brach, Vice Chairman 


Philip Bardes Osear Hanigsberg Augustus Morris 
Matthew F. Blake Benjamin Harrow Leonard Price 
William K. Carson Richard 8S. Helstein Murray L. Rachlin 
Charles H. Friedrich Harry Janin Martin Wolman 
Bertram E. Gill Ralph Ledley David Zack 


Arthur B. Moll 
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INCOME TAX RECOMMENDATIONS 


1. Methods of Accounting 
Need for Change: 

Over a period of years, many of the recognized accounting 
principles have been adopted by Congress, the Treasury Department 
and the courts. In the interests of sound economy, more of these 
principles should be adopted, and where court decisions are in conflict 
with these principles, this should be corrected by Congress. 


Recommendation: 


Sections 23, 41, 42 and 438 of the Internal Revenue Code should 
embody recognized accounting principles or practices. 

In relation to income, only income attributable to a particular tax- 
able period under recognized accounting principles should be taxed in 
that period. If income covers more than one taxable period, it should 
be properly apportioned over the periods to which it is attributable. 
A taxpayer, whether on a cash basis or accrual basis, should be per- 
mitted to account for rents and other income received in advance over 
the period to which the payment applies, provided he keeps books of 
account clearly reflecting the income on such basis. 

Correlatively, deductions should be allowed so that they are 
matched against the related income. 

Where income is received involving an obligation to perform serv- 
ices or ineur costs and expenses in the future, the taxpayer on the 
accrual basis should be permitted to set up a reasonable reserve in 
accordance with recognized accounting principles to cover services and 
expenses related to such income. Likewise, there should be allowed as 
deductions, reasonable reserves for costs and expenses to make good 
warranties and guarantees and for customers’ discounts. These 
reserves should be permitted only if the taxpayer keeps books of account 
clearly reflecting such deductions. 

Where income is deferred to later years, or a reserve or accrual is 
deducted, the taxpayer should, however, be required to increase the 
income of the subsequent years for the deferred income applicable 
thereto, and for reserves and accruals no longer required. 


2. Reinstitution of Voluntary Disclosure Policy 
Need for Change: 

A voluntary disclosure policy, properly defined, will bring in sub- 
stantial revenue annually, as had been the case in the past, when the 
policy was in existence. 








Recommendation: 


Incorporate in the code the policy that a disclosure of tax due, 
voluntarily and timely made, shall keep the taxpayer free from prose- 
eution for criminal tax fraud. Define when a disclosure is voluntary 
and timely. 


3. Taxable Year 
Need for Change: 


Use of four and five-week periods rather than monthly accounting 
periods has been consistently followed by many trades and industries 
in an effort to make more accurate cost distributions, and financial 
comparisons, which would otherwise be disturbed by use of months 
that vary from 28 to 31 days. A natural corollary of this method of 
accounting is for annual accounting on a thirteen four-week period 
hasis, or by using twelve periods of which eight are four weeks in length 
and four are five weeks in length. Under this procedure, determination 
of the end of the week, or the end of the year, is simply a matter of 
selecting the most practical day for closing, usually a particular day in 
a particular week of the month. In these cases an additional week is 
included in the annual period every five or six years in order to com- 
pensate for the difference between an annual year and 52 weeks. Such 
use of accounting periods consisting of multiples of weeks, is a common 
and generally accepted accounting practice. In many cases the Commis- 
sioner has accepted the return of the taxpayers using that method of 
reporting as a matter of administrative policy. 


Recommendation: 


The definition of ‘‘fiseal year’’ should be extended to include annual 
accounting periods consisting of multiples of weeks instead of months 
provided such multiples approximate yearly periods. 


4, Effect of Death of Partner upon Partnership Fiscal Year 
Need for Change: 


There is a conflict in the decisions as to the effect of the death of a 
partner on the treatment of partnership income. With respect to the 
deceased partner’s income, treatment of his death as terminating the 
partnership can result in taxation in a single year or from 13 to 23 
months of income, where the partnership is on a fiscal year basis and 
the partner on a calendar year basis. With respect to the surviving 
partners, the partnership taxable year sometimes is considered as con- 
tinuing without change. 
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Recommendation: 


A dissolution of the partnership by reason of such death of a 
partner shall not close its taxable year prior to the close of its annual 
accounting period. If the estate, heir or legatee of a deceased partner 
is entitled to an interest in the profits or losses after death, the 
decedent’s distributive share of the partnership income for the taxable 
year of the partnership shall be treated as income of the estate, heir or 
legatee. 


5. Non-Business Bad Debts 
Need for Change: 


Section 23(k) of I.R.C. provides that non-business bad debts shall 
be treated as short term capital losses. The statutory definition of non- 
business bad debts has been interpreted by the Commissioner to include 
those debts which arose in the course of a trade or business but which, 
at the time they become bad debts, were no longer directly connected 
with the taxpayer’s trade or business. The result has been that such 
bad debts have been classed as capital losses rather than as deductions 
from ordinary income. 


Losses on loans to corporations in which the taxpayer has a stock 
interest or by which he has been employed have sometimes been classed 
as non-business bad debts and at other times as business bad debts. 
Where the taxpayer has been able to show that he has been in the 
business of making such loans the bad debt has been classed as a busi- 
ness bad debt. Where he has not been able to make such showing the 
bad debt has been classed as non-business. 


Recommendation: 


Section 23(k) I.R.C. should be amended to exclude from the defini- 
tion of non-business bad debts (a) the debts which arose in the course 
of the taxpayer’s trade or business, (b) debts which represent loans or 
advances to business organizations in which the taxpayer has a financial 
interest either as a stockholder or as employee. 


6. Expenses Payable to Related Interests 
Need for Change: 


Section 24(c), I.R.C. disallows to a taxpayer on the accrual basis 
all deductions for unpaid expenses and interest which are payable to 
related interests who are on a cash basis unless the payment is made 
during the taxpayer’s taxable year or within two and one-half months 
after the close of such year. The purpose of this section is to prevent a 
taxpayer claiming a deduction for expenses or interest payable to a 
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related interest where the latter is not required to include the items 
as income. 


It has been held in a number of cases that the deduction was not 
allowable even though the related interest, on a cash basis, was required 
to include the expenses as income under the doctrine of ‘‘constructively 
received’’, 


Recommendation: 


Section 24(¢), I.R.C. should be amended to provide that it shall not 
apply where the person to whom the payment is made elects to include 
such payment in his return for the taxable year within which the payor’s 
taxable year ends. This would be analogous to the consent dividend 
provision in Section 28, I.R.C. 


7. Annuities 
Need for Change: 


Under Section 22(b) (2), I.R.C. a taxpayer receiving an annuity is 
taxed on an amount equal to 3% of the cost, the remainder being treated 
as a recovery of capital. In the case of an annuitant well advanced in 
age when the annuity payments commence, the chance of his recovering 
his capital tax-free during his lifetime is therefore remote. 


Recommendation: 


Section 22(b)(2), I.R.C. should be amended to provide that the 
exempt portion of the annuity payments shall be computed by spread- 
ing the cost of the annuity over the life expectancy-beginning with the 
commencement of annuity payments, and only that portion of each 
annuity payment which is in excess of that applicable to principal shall 
be included in gross income. This treatment shall continue for the life 
of the annuitant. 


8. Gain or Loss to Creditor on Mortgage Foreclosures 
Need for Change: 


Where a creditor buys in mortgaged or pledged property, his loss 
or gain is measured by the difference between the amount of the obliga- 
tions of the debtor which are applied to the purchase or bid price of the 
property (to the extent that such obligations constitute capital or repre- 
sent income taxable to the creditor) and the fair market value of the 
property. Section 29.23(k)-(3) of Regulations 111 states that. the 
creditor may thereby have a bad debt as well as a capital gain or loss 
and that ‘‘the fair market value of the property shall be presumed to 
be the amount for which it is bid in by the taxpayer in the absence of 
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clear and convincing proof to the contrary’’. The bid price is often no 
indication of the fair market value and the rule may be used to the 
disadvantage of either the taxpayer or the Government. 


Recommendation: 


The Code should be amended to provide that where a creditor buys 
in mortgaged or pledged property, his deduction or income shall be the 
difference between his basis for the obligations of the debtor and the 
fair market value of the property; that the price for which it is bid in 
by the ereditor shall be disregarded for this purpose; and that the 
income or deduction shall be ordinary income or deduction (i.e., not 
capital gain or loss). 


9. Disposition of Property to Creditor 
Need for Change: 


The courts have held that where a creditor forgives in whole or in 
part the obligation of a debtor, no taxable income is realized by the 
debtor if he is insolvent immediately before and immediately after the 
forgiveness; and that if immediately after the forgiveness he is solvent, 
the amount forgiven, if not a gift, is taxable income only to the extent 
that the value of the assets are freed from the claims of creditors as a 
result of the transaction. 

[It has been further held, however, that the payment of a debt by 
the transfer of property to the creditor may result in taxable income 
to the debtor regardless of his financial condition; the transaction is 
treated as a sale of property for a consideration equal to the debt 
discharged. 


Recommendation: 


Section 111, I.R.C. should be amended to relieve taxpayers who are 
in unsound financial condition from tax on gain on the transfer of prop- 
erty to a creditor in settlement of a debt. The taxable gain (to the 
extent not a gift) should be limited to the value of the net assets which 
are freed from claims of creditors as a result of the settlement. 


10. Gains and Losses on Sales of Capital Assets 
Need for Change: 


Sections 117(a)(1) and 117(j)(1), I.R.C. make a distinction 
between real property and depreciable property used in business, on 
the one hand, and intangible personal property or choses in action 
used in business, on the other. This, despite the express intent of the 
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Senate Finance Committee (Report No. 1683 dated October 2, 1942, 
page 119) that ‘‘it considers it more appropriate to treat all property 
used in the trade or business alike and not to distinguish between land 
and other property used in the trade or business.’’ Compare Rockford 
Varnish Co., 9 T. C. 171, and Carter-Colton Cigar Co., 9 T. C. 219. 


Recommendation: 


Sections 117(a)(1) and 117(j)(1), I.R.C. should be amended by 
adding the words ‘‘or intangible personal property or choses in action”’ 
after the words ‘‘real property’’. The amendments to both Sections 
117(a)(1) and 117(j)(1) will have the effect of allowing net losses on 
these added classes of property as ordinary deductions and taxing net 
gains on sales of such property held over six months as capital gains 
and conform with similar treatment accorded real property and depre- 
ciable property. 


11. Obligations Received on Sale of Capital Assets 
Need for Change: 


The tax treatment of the buyer’s obligation now depends on the 
value of the obligation when received. If it has no ascertainable value 
or is worth its face amount, all receipts are capital gains—in one case 
immediately, in the other as payments are received. However, if the 
value is ascertainable but less than face, the difference between the 
value and the face amount is ordinary income when received. 


Recommendation: 


Income derived upon collection of an obligation which was received 
upon the sale of a capital asset should be treated as additional sales 
proceeds regardless of the value of the obligation when received. 


12. Holding Period of Capital Assets 
Need for Change: 


The holding period of a capital asset now includes the time during 
which a non-capital asset exchanged for the present asset was held. 
This allows a taxpayer who owns a non-capital asset to realize long- 
term capital gain even though the capital asset received in exchange 
was not held for the required six months. 


Recommendation: 


The law should be changed to bar any tacking-on of the time during 
which a non-capital asset was owned. 
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13. Retirement of Bonds 
Need for Change: 

Income derived from redemption of bonds, notes, ete., can be 
changed into capital gain by a last minute switch of such items into 
registered form. It is not necessary that they be in the required form 
on issuance. This permits a tax saving merely by changing the type 
of evidence of indebtedness. 


Recommendation: 


The law should be changed to require that the debt be in the 
required form for at least six months prior to redemption. 


14. Carry-Over of Losses on Sale of Business Assets 
Need for Change: 

A corporation which sustains a loss on the sale of real or depre- 
ciable business property (Sec. 117(j)) is permitted to treat the loss as 
part of its operating loss carry-over and ecarry-back. However, an 
unincorporated business which sustains an identical loss in business 
has been held not entitled to carry-back or carry-over the loss. See. 
122(d)(5) specifies that the requirement that deductions must be 
attributable to the operation of a trade or business regularly carried on 
before they may be carried back or over is not applicable to corpora- 
tions. There is no reason why there should be any discrimination in 
favor of corporations. 


Recommendation: 

An amendment should be made permitting unincorporated busi- 
nesses the same ecarry-back and carry-over privilege granted corpora- 
tions. 


15. Long-Term Compensation 


Need for Change: 

Some relief is now granted where a person receives or accrues 
80% of the total compensation for personal services rendered over 36 
or more calendar months. But this does not help an individual who 
works for a long period of time and receives payments in lump sums 
at various times. Unless 80% of the compensation for the entire job is 
received in one year, no tax help is permitted. 


Recommendation: 

The test for use of Sec. 107 should be whether 80% of the compensa- 
tion received to date for work done over a period of 36 months or more 
has been received or accrued in one year. 
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16. Installment Sales 
Need for Change: 

Under the present law, a sale that otherwise qualifies as an install- 
ment sale fails to get tax treatment as an installment sale if no pay- 
ments are received in the year of the sale. However, if the down 
payment in the year of sale is $1.00, the sale qualifies as an install- 
ment sale. 


Recommendation: 


An installment sale should not lose preferred tax treatment merely 
for failure to meet the $1.00 technicality. A sale should be allowed to 
be reported as an installment sale if it otherwise meets the required 
tests regardless of whether any payments are received in the year 


of sale. 


17. Gain or Loss Upon Disposition of Installment Obligations 
Need for Change: 

Section 44(d) of the Internal Revenue Code recognizes the full 
amount of the transferor’s gain or loss in the event of a distribution, 
transmission, or disposition otherwise than by sale or exchange of an 
installment obligation. This imposes an undue tax burden upon the 
transferor and prevents many desirable transfers, liquidations and 
reorganizations. 


Recommendation: 

Section 44(d) presently does not recognize any gain or loss in any 
transfer of installment obligations pursuant to a liquidation under 
Section 112(b)(6). It is reeommended that this exclusion be extended 
to transactions other than a sale or exchange for cash or its equivalent, 
with the attendant substituted basis. 


18. Repayment of Income Mistakenly Received 
Need for Change: 

Income which is mistakenly received by an individual under a 
claim of right is taxable even though it has to be repaid in a later year. 
While the repayment is deductible, it may occur in a year when an 
individual has insufficient income to take advantage of the deduction, 
resulting in a hardship to the individual. 


Recommendation: 


A repayment of income mistakenly received should be treated as a 
business loss subject to carry-over or carry-back under See. 122. 
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19. Taxability of Income of Trust Which May Be Used for Payment 
of Insurance Premiums on the Life of the Grantor 


Need for Change: 

Following the Supreme Court decision in Helvering v. Stuart, 317 
U.S. 154, making a grantor taxable on the income of a trust which could 
be used for the support of a minor child, Section 167(c) was enacted, 
limiting such grantor-taxability to the amount of the income actually 
expended for such purpose. A similar limitation should be provided in 
the case of trusts with life insurance provisions, as to which it is now 
provided, in Section 167(a) (3), that the income of such a trust is tax- 
able to the grantor if it may be expended on premiums on insurance on 
the grantor’s life, irrespective of whether or not it is so expended. 


Recommendation: 

In the case of trusts, the income of which may be used to pay life 
insurance premiums on the life of the grantor, such income should be 
taxable to the grantor only to the extent that the income is actually 
expended for such purpose. 


20. Alimony 
Need for Change: 

Section 22(k) requires the receiving spouse to report as income, 
and Section 23(u) permits the paying spouse to deduct only such 
alimony as is paid after the date of the decree of divorce or separate 
maintenance. There are many situations where prior to the date of the 
decree of divorce or separate maintenance one spouse has paid alimony 
to the other spouse. Where such prior payments are made under a 
written separation agreement or under a court decree awarding tem- 
porary alimony and thereafter a court decree of divorce or separate 
maintenance is obtained the payments under the prior agreement or 
court order should be taxed to the payee and deductible by the payor. 


Recommendation: 

Section. 22(k) should be amended to provide for the taxability of 
such pre-divoree or separate maintenance decree to the payee. This 
change will automatically result in the deductibility of such payments 


by the payor. 
21. Adjustments of Basis of Depletable Property Where 


Depletion Determined on Percentage Basis 


Need for Change: 
Section 113(b) (1) I.R.C. states that the basis of property must be 
reduced by the amount allowed for depletion but such reduction to be 
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not less than the amount of depletion allowable. Where a taxpayer 
has a net loss, the amount that could be carried over or carried back 
to another year with respect to such loss, must be reduced under 
Section 122(d) by the excess of percentage depletion over cost deple- 
tion both for the year in which the operating loss was sustained and for 
the year to which the loss is carried over or carried back. The effect of the 
adjustment under Section 122 (d) is to have the allowance for depletion 
for both years computed on a cost basis. Nevertheless, the depletion 
computed on the percentage basis was allowable. The result is that the 
taxpayer must reduce the basis for depletable property for the deple- 
tion on the percentage basis even though in fact depletion has been 
allowed only on a cost basis. 


Recommendation: 


Section 113(b)(1)(B) should be amended to provide that depletion 
on percentage basis should not be determined to have been allowable 
where by reason of adjustments required under Section 122(d) the 
determination of taxable income has been made on the basis of deple- 
tion computed on a cost basis. 


22. Basis of Property Acquired By Inter-Vivos Gift or Through 

Joint and Survivorship Ownership 
Need for Change: 

Under Section 113(a)(2), I.R.C., where property is acquired by 
inter-vivos gift, the tax basis of the property to the donee is generally 
the same as the basis to the donor. Under Section 113(a)(5). if the 
property was acquired by bequest, the basis is that used in the donor’s 
estate tax return (Section 811(c) and (d)). Where an inter-vivos gift 
is included in the donor’s estate tax return, because made in contempla- 
tion of death, it is valued for estate tax purposes as at date of death, 
vet the donee’s basis remains that of the donor. 

Likewise, in the case of the jointly owned property which is taxed 
in whole or in part for estate tax purposes, the original cost and not the 
value for estate tax purposes at the date of death remains the tax basis 
to the surviving owner. 


Recommendation: 


Section 113(a)(2) I.R.C. should be amended to provide that where 
property acquired by gift is included in the estate of a donor for estate 
tax purposes, the basis to the donee of the property with respect to 
depreciation, or gain and loss, for any period after date of death shall 
he the value included in the donor’s estate tax return. 

Likewise, in the case of jointly owned property to the extent that 
the property was included for estate tax purposes, that portion of the 
value should be substituted for the same portion of the original cost as 
the basis to the survivor. 
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23. Time for Payment into Pension and Profit Sharing Funds 
Need for Change: 


Under Section 23(p)(1)(E), an accrual basis taxpayer, making 
contributions to an employees’ pension or profit sharing plan, shall be 
deemed to have made a payment on the last day of the year of accrual 
if the payment is for that taxable year and is made within sixty days 
after the close of the taxable year of accrual. The computation of the 
amount allowable as a deduction under Section 23(p) may be extremely 
complicated. It is frequently necessary to assemble voluminous payroll 
data and make involved actuarial computations before the amount 
required to be paid can be accurately determined. In the case of a 
profit-sharing plan, the amount required to be paid may not be deter- 
minable until an independent audit of the books has been completed. 
While the sixty-day period of grace has been helpful, experience has 
shown that it is inadequate in many cases. 


Since Congress has deemed it necessary to place many restrictions 
upon the deduction allowable under Section 23(p), it is equally fitting 
that the taxpayer should be allowed adequate time to compute and 
apply such restrictions. 


Recommendation: 


Section 23(p)(1)(E) I.R.C. should be amended to provide that an 
accrual basis taxpayer making a contribution to an employees’ pension 
or profit sharing plan shall be deemed to have made his payment on the 
last day of any taxable year if the payment is made not later than the 
due date for the filing of the income tax return for said year. The due 
date of the return shall be the statutory due date or the date to which 
an extension of time for the filing of the return has been granted. 


24. Payments into Non-Exempt Pension Trusts 
Need for Change: 


If a pension trust does not qualify under Section 165, an employer’s 
contribution thereto is not deductible unless the rights of the employee 
are nonforfeitable at the time the amount is paid. The regulations hold 
that, if the employee’s rights become nonforfeitable subsequent to the 
making of the contribution, no deduction for such payment is allowable 
at any time. This places the employer who funds his non-exempt plan 
with a trustee at a disadvantage compared with the employer who 
simply retains complete control of the funds involved in a non-exempt 
plan, since the latter is allowed a deduction under Section 23(0) (1) (D) 
when the benefits are paid out, or the employee’s rights otherwise 
become nonforfeitable. 








Recommendation: 


Section 23(p)(1)(D) should be amended to permit the employer 
making a contribution to a non-exempt pension trust, in which the 
employee’s rights are forfeitable at the time the contribution is made, 
to deduct such amounts as are income to the employee, in the year in 
which the employee is required to include such amounts as income. 


Inasmuch as part of the amounts which will become taxable to the 
employees may come from income of the trust on which (since the trust 
does not qualify under Section 165) income tax will have been paid, the 
amount deductible by the employer should be such amounts as are 
income to the employees reduced by an allocated portion of the income 
of the trust. 


25. Payments into Pension Trusts for Self-Employed Individuals 
Need for Change: 


Sections 23(p) and 165 I.R.C. make no provision for pension trusts 
for self-employed professional and other individuals, with an obvious 
resulting discrimination against such classes of taxpayers, who are as 
much entitled to invoke the application of these provisions as employees 
of the various business groups. 


Recommendation: 


The principle of the Jenkins-Keogh bills (H.R. 10 and H.R. 11) 


should be enacted. 


26. Offset of Overpayment of Tax Against Related Deficiency 
Need for Change: 


The Code often fails to offset a deficiency under Section 271, I.R.C. 
of one class of tax against an overpaynient of another class of tax 
although the two classes of taxes are related or interdependent. This 
situation was cured in connection with the excess profits tax under the 
Kxcess Profits Tax Act of 1950 by having such taxes a part of the cor- 
poration income tax and not an independent tax. The situation still 
exists with respect to the income tax and related personal holding com- 
pany surtax under Section 500, I.R.C., and has not been corrected in 
connection with most related taxes for prior years. 


Recommendation: 


The Code should be amended to provide that where a deficiency 
is offset by an overpayment of a related tax which has been determined 
by the Commissioner, the taxpayer may file a claim for credit of the 
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overpayment against the deficiency, and the collection of the deficiency 
shall be suspended until the claim is acted upon by the Commissioner. 
Consideration should also be given to applying this provision retro- 
actively in order to eliminate excess interest collected on deficiencies 
to the extent that it is administratively practical to do so. 


27. Waiver of Restrictions on Assessment and Collection 
of Deficiency in Tax 


Need for Change: 


Section 272(d), I.R.C. covers waivers on assessment and collection 
of ‘‘the whole or any part’’ of a deficiency. It is often difficult, if not 
impossible, for the taxpayer to obtain a waiver of partial deficiencies. 
The Commissioner’s regulations and administration also tend to narrow 
the Section by requiring the waiver to be filed with the Commissioner 
and acted upon by him. 

Present administrative procedure in this respect costs the taxpayer 
additional interest, and wastes the time of the taxpayer and his repre- 
sentatives as well as that of Bureau personnel and the courts. 


Recommendation: 


Section 272(d), I.R.C. should make it mandatory upon the Commis- 
sioner to accept waivers on assessments and collection of all or any part 
of a proposed deficiency. 


28. Consent Fixing Period of Limitation Upon 
Assessment of Income and Profits Tax 


Need for Change: 


Section 276(b), I.R.C. covering waivers extending the limitation 
period upon assessments and refund claims is based on mutuality of 
agreement. In practice, the mutuality is often more apparent than real. 


Recommendation: 


Section 276(b), I.R.C. should make it mandatory upon the Commis- 
sioner to sign the waiver for a period of one year on the written request 
of the taxpayer. 

In the case of a waiver furnished by a transferee, both the trans- 
feree and the taxpayer shall have the right to file refund claims as pro- 
vided in the ease of other consents under See. 272, I.R.C. 


14 








29. Mitigation of Effect of Limitation 
Need for Change: 


Section 3801, relating to mitigation of the effect of limitations, does 
not relieve the hardship in many meritorious situations. For example, 
if the Commissioner shifts an item of income from a barred year to an 
open year, or a deduction from an open year to a barred year, the tax- 
payer in equity and good conscience should be entitled to a refund for 
the barred year. The Commissioner at present has no power to grant 
the refund. 


Recommendation: 


Section 3801(b), I.R.C. should be amended to cover the following 
additional situations: 


(1) When a deduction is made in good faith on the tax return of 
one year and is disallowed by the Commissioner on the ground that it 
was deductible in a return of a different year. 


(2) When income is included by the taxpayer in good faith in one 
year and is held by the Commissioner to be taxable in another year. 


(3) When the basis of an asset claimed by taxpayer is reduced by 
the Commissioner for the purpose of computing net income of one year 
on the ground that the reduction of the basis should have been made in 
another year. 


(4) When income or deductions are included or deducted by one 
member of an affiliated group, as defined in Section 141(d), I.R.C., and 
are allocated by the Commissioner to another member of the group. 


30. Modification of Statute of Limitations 


Need for Change: 


At present, unless a claim for credit or refund is filed within three 
years from the time the return was filed by the taxpayer or within two 
years from the time the tax was paid, no credit or refund shall be 
allowed or made after the expiration of the later of these two periods. 
However, when a taxpayer obtains an extension of time for filing the 
return, pays a tentative tax on the original due date, and files the final 
return at some later time, the beginning of the three year period for 
the purpose of filing claims for credit or refund is considered to be the 
date on which the return was filed. The effect of this provision is to 
limit the amount of a claim for credit or refund to the amounts paid 
within the defined period. 
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Recommendation: 


Where a claim for credit or refund is filed within three years of the 
filing of the return, it should apply to all amounts paid prior thereto 
with respect to that year even though the claim is filed more than three 
years from the time of payment of the tentative tax. 


31. Correcting Incorrect Accounting Method 
Need for Change: 

A taxpayer who reports income on the wrong basis obtains tax-free 
income or a double deduction if the Commissioner corrects his method. 
And it is possible that a similar advantage may be allowed if the tax- 
payer carried himself. The courts refuse to permit the Commissioner 
to pyramid income into the current corrected year even if it means that 
income then escapes any tax at all. 


Recommendation: 


Taxpayers who keep incorrect records or report incorrectly 
should not be granted an advantage denied those who correctly report 
income. In the case of a change from a cash to an accrual basis, the 
current tax should be increased by the tax which would have had to be 
paid in the earlier years if the correct method had been employed, 
applying the principles of Section 3801. 


32. Averaging Income 
Need for Change: 


The present system of taxing income on an annual basis ean result 
in substantially different taxes paid by individuals with the same total 
income over a long period of time. Persons with ‘‘spotty’’ or uneven 
income bear a heavier tax burden than the individual with more level 
income. 


Recommendation: 


That some method be devised for permitting an averaging of 
income over more than the present annual basis. 


33. Change from Accrual to Installment Basis 
Need for Change: 


If a taxpayer changes from the accrual to the installment basis 
of accounting, he must pay tax on the unrealized profit contained in 
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sums received after the change even though the profit has already been 
reported and taxed in the earlier year under the accrual basis. 


Recommendation: 


Taxpayers who make the change should not be subject to double 
tax but should be allowed credit for the tax already paid on the unreal- 
ized income. 


34. Five-Year Statute of Limitations 
Need for Change: 


See. 275(¢) extends the ordinary three-year statute of limitations 
to five years where ‘‘the taxpayer omits from gross income’’ an amount 
in excess of 25% of the gross income stated in the return. There are 
three points which require change: 


1. The law provides that the 25% figure should be based upon the 
gross income shown on the return. However, the courts have permitted 
the Treasury to use a corrected figure of gross income where the result 
was to reduce the return’s gross income figure, but have refused to 
permit taxpayers to correct an obviously wrong gross income sum 
shown on the return. The gross income upon which the 25% is deter- 
mined should not depend on the method used in reporting gross income 


on the return. 


of an estate or trust includes in his gross income his share of the net 
income therefrom. Thus, a relatively small omission can extend his 
statute of limitation to five years. 


2. An individual who is a member of a partnership or beneficiary 


3. In certain cases of disputed items of income, the taxpayer may 
detail the facts on a schedule attached to the return, but not include it 
in taxable income. As this puts the Commissioner on notice of the 
omitted item, the statute should not be extended. 


Recommendation: 
1. Gross income shown on the return should be clarified to mean 


the corrected gross income from figures shown on the return. 


2. An individual’s gross income for this purpose should include 
his share of the gross income of any partnership, joint venture, ete., of 
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which he is a member, and of a trust or estate of which he is a 
beneficiary. 

3. Where there has been an adequate disclosure of omitted income 
on the return, that income should not be treated as omitted for purposes 
of extending the statute. 


35. Operating Loss Carry-Overs and Carry-Backs 


Need for Change: 


The change made by the 50 Revenue Act extended the period dur- 
ing which operating losses could be used from four years (two back— 
two forward) to six years (one back—five forward). However, the 
elimination of the two-year carry-back can be harmful to the smaller 
taxpayer. The larger business can generally absorb the loss within a 
five-year carry-forward period. But the smaller and financially weaker 
business may have difficulty weathering any business storm long enough 
to earn income. The inability to dip back two years and obtain a tax 
refund may often be the difference between survival or death. Many 
businesses will have a very good year followed by a fair or break-even 
year and then a loss year. Yet under these circumstances, the carry- 
back would be of little help. 


Recommendation: 


The period during which the loss can be used should remain 
unchanged (six years) but should be made a two-year carry-back and a 
four-year carry-forward. 


36. Declarations of Estimated Tax 


Need for Change: 

1. See. 29.53-3 grants an automatic extension of time for filing 
returns to American citizens residing or traveling abroad. They are 
permitted to file returns by the 15th day of the sixth month after the 
close of their taxable year. However, no similar extension is allowed 
for filing the declaration of estimated tax. 


2. See. 294(d)(2) in general bars any penalty for underestimating 
where the original declaration is based on the facts shown on the return 
for the preceding taxable year. However, where the taxpayer has 
obtained an extension of time for filing his return for the preceding 
year, the declaration for the current year must be filed before the return 
for the preceding year is filed. It therefore is not possible to base the 
estimate on the facts to be shown on the return. 
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Recommendation: 


1. American citizens residing or traveling abroad should be 
granted the same extension of time in which to file their declarations 
of estimated tax as is allowed on filing their returns. 


2. If an individual taxpayer is given an extension of time in which 
to file his return, he should either 
a. be given the same privilege for filing his declaration, or 
b. no penalty for underestimating should be imposed if an 
amended declaration is filed with the return based on the 
facts shown on that return. 


37. Due Dates of Returns and Declarations of Estimated Tax 
Need for Change: 

The great majority of tax returns and declarations of estimated tax 
are filed during the period from January 1, to March 15. This relatively 
short period makes it difficult for taxpayers and their tax advisors to 
prepare all the necessary data required to complete returns. 


Recommendation: 


The due date for returns and declarations should be extended from 
the 15th day of the third month to the 15th day of the fourth month. 
This should not change the present payment dates of the second and 
third installments. 


38. Extension of Date for Filing Final Declaration of Estimated Tax 
Need for Change: 

Under Sections 58 and 59 of the Internal Revenue Code if on or 
before January 15 of the succeeding taxable year the taxpayer files a 
return for the taxable year for which the declaration of estimated tax 
is required, and pays in full the amount computed on the return as 
payable, such return is considered to be the declaration or amendment 
thereof. The 15 days allowed after the close of the taxable year is 
usually not adequate to collect the information required to file a return 
(including the W-2 form which is frequently not available until Janu- 
ary 31st) with the result that the taxpayer files a January 15th declara- 
tion and later files the return. 


Recommendation: 


It is recommended that instead of January 15th, the due date be 
changed to February 15th. The extra time will enable many taxpayers 
to file a return in lieu of the declaration resulting in economies to the 
Bureau because it will not have to process both a declaration and a 
return. 
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39. Test for Penalty for Underestimation of Tax 
Need for Change: 


According to the provisions of Section 294(d)(2) of the Internal 
Revenue Code, if the declaration of estimated tax results in a payment 
of less than 80% of the actual tax there is a penalty of 6% of the 
difference between the actual and estimated tax (with some exceptions). 


The Commission has taken the position that the test for the penalty 
should be based upon the tax liability as finally determined and has 
heen upheld by the Tax Court. This is unfair, for the taxpaver, making 
an estimate in good faith, should not be penalized for substantial 
underestimation of tax merely because the tax as shown on his return 
is changed by a Bureau adjustment which he could not predict when 
the estimate was filed. Furthermore, a penalty for underestimate may 
result when reported income or a claimed deduction is merely trans- 
ferred to another taxable year. Finally, the penalty is clearly inequit- 
able when it is required to be measured by the tax liability finally 
determined by the Courts in meritorious litigation which may be neces- 
sary to determine the correct amount of the tax. 


Recommendation: 


The test for the penalty for substantial underestimation of tax 
should be based upon the tax liability shown in the return involved 
rather than upon the liability as finally determined. 


40. Extension of Time for Redemption of Stock to Pay Death Taxes 
Need for Change: 


Sections 115(g)(1) and (2) I.R.C. provides that a redemption of 
stock directly or through a subsidiary company may be treated as a 
taxable dividend. Section 115(g)(3) provides that subdivisions (1) and 
(2) shall not apply to such part of the amount distributed in redemption 
of stock the value of which is included in determining the value of the 
gross estate of a decedent as is not in excess of the estate, legacy, and 
succession taxes imposed because of such decedent’s death. However, 
the distribution must be made within the period of limitations for the 
assessment of estate tax provided for in Section 874(a) (determined 
without the application of Section 875) or within 90 days of the expira- 
tion of such period. 


Section 874(a) fixes the period of limitation of assessment of 
estate tax as three years from the date of the filing of the return. 
Section 875 provides for an extension of the period of limitation in the 
event an appeal is taken to the Tax Court. But the period for redemp- 
tion of stock is not similarly extended. The result is that an estate or 


20 








beneficiary may be compelled to redeem stock before the amount of 
estate tax liability has been determined. If the amount of the redemp- 
tion is in excess of the estate tax liability ultimately determined, the 
excess can be taxed as a dividend. If the amount of the redemption is 
less than the estate tax there may not be sufficient cash to pay the 
estate tax. 


Recommendation: 


See. 115(g)(8) I.R.C. should be amended to provide that the 
redemption must take place within the period of limitations for the 
assessment of estate tax provided in Section 874(a) as extended under 
Section 875. 


41. Election to File Consolidated Return 
Need for Change: 

Since 1940 corporations, generally, have had the option of filing 
consolidated returns. The regulations promulgated by the Commis- 
sioner under Section 141, LR.C. require that corporations, which file 
a consolidated return for one year, must continue to file on that basis 
unless the Commissioner rules that a new option is available. In all 
but two vears since 1940, the Commissioner has given corporations a 
new option. The situation, however, has been uncertain during this 
period. In order to remove that uncertainty, and in order not to bind 
corporations with an election that may prove to be inequitable, corpora- 
tions should have an annual option to file either consolidated or separate 
returns. 


Recommendation: 


Section 141, I.R.C. should be amended to give corporations an 
annual election to file consolidated or separate returns. 


42. Payments Required to Be Made to a Corporation Under 

Section 16(b) of the Securities and Exchange Act of 1934 
Need for Change: 

Section 16(b) of the Securities and Exchange Act of 1934 permits 
a corporation to recover profits made by its officers and directors and 
other insiders from dealings in securities of the corporation within a 
six month period. The Tax Court has held that amounts collected by 
corporations under this provision constitute ordinary income. On the 
other hand, the Tax Court has held that the officer, director or insider 
who makes a payment to the corporation under said section has no 
deduction for the payment. The result is that both the corporation and 
the insider pay tax on the same profit. 
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Recommendation: 


There be added to the I.R.C. a section providing that where a tax- 
payer has been required to make a payment to a corporation under 
Section 16 of the Securities and Exchange Act of 1934, the transactions 
entering into the computation of the amount paid should be deemed to 
be the transactions of the corporation and not those of the taxpayer. 


43. Continuity of Net Losses, Etc., in Corporate Reorganizations 
Need for Change: 


Under Sections 112 and 113, I.R.C. property acquired by a corpo- 
ration in certain types of corporate reorganization has the same basis 
for tax purposes as in the hands of the predecessor company. The 
underlying theory is that the successor steps into the ‘‘tax shoes’’ of 
the predecessor company. This theory, however, has not been extended 
beyond the basis of property except with respect to the status of life 
insurance as provided in Section 110 of the Revenue Act of 1942. For 
example, net operating losses of the predecessor cannot be carried 
forward against income of the successor or vice versa. Interest paid on 
additional taxes asserted against the predecessor can be deducted by 
the successor only to the extent accrued since the date of the reorganiza- 
tion, and except possibly in the case of statutory mergers or consolida- 
tions. The tax benefit rules provided in Sections 22(b)(12) and 127 of 
the Code with respect to recoveries on bad debts or taxes or losses or 
other items previously claimed or allowable to the predecessor are not 
extended to the successor. Other items of expenses paid by the suc- 
cessor for the account of the predecessor, which would have been 
deductible by the predecessor, had it continued in existence, are not 
allowed as deductions to the suecessor. Likewise, certain classes of 
prepayments by the predecessor are not allowed as deductions to the 


successor. 


Recommendation: 

Where a corporation is formed or availed of to acquire the assets 
and become the successor, in a tax-free reorganization, of a predecessor 
corporation, which, in pursuance of the plan, is liquidated and dis- 
solved, the successor corporation should step into the tax shoes of the 
predecessor corporation for all purposes, so as to permit the carryback 
and carryforward of net operating losses from one to the other, to con- 
tinue the accounting methods and period of the predecessor and the 
application of the tax benefit rule to recoveries by the successor of 
losses or deductions previously claimed or allowable to the predecessor, 
and so as to permit full deductibility by the suecessor of any payments 
which would have been deductible by the predecessor had the prede- 
cessor continued in existence. 
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44. Reorganizations 
Need for Change: 


The provisions of Section 112(g)(1), I.R.C. have been rendered 
uncertain by a series of judicial decisions in cases involving reorgani- 
zations which have added such extra-statutory requirements as the so- 
-alled ‘‘ business purpose’’ test, with resulting discouragement of nee- 
essary corporate reorganization. 


Recommendation: 


Section 112(¢)(1), I.R.C. should be amended to remove the con- 
fusion and uncertainty as to the application of its provisions, particu- 
larly by defining the term ‘‘business purpose,’’ ‘‘continuity of inter- 
and ‘‘party to a reorganization.’’ 
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45. Party to a Reorganization 
Need for Change: 


A common form of reorganization is the acquisition of substan- 
tially all the assets of one corporation by*another through the issuance 
of voting stock by the acquiring corporation. For business reasons, it 
is often desirable for the acquiring corporation to segregate the assets 
thus acquired into a controlled subsidiary. However, in such cases it 
has been held that the parent corporation is not a ‘‘ party to a reorgani- 
zation’’ within the meaning of Section 112(g) (2), I.R.C., with the result 
that the transaction does not qualify as a reorganization. There is no 
purpose or policy of the reorganization provisions which would be vio- 
lated by recognition of the parent corporation as a ‘‘party to a reor- 
ganization”’ in this type of case. 


Recommendation: 

The definition of term ‘‘party to a reorganization’’ in Section 
112(¢)(2), I.R.C. should be amended to provide in substance that the 
term includes a corporation which issues its stock for stock or prop- 
erties of another whether such stock or properties are acquired directly 
by the stock-issuing corporation or by its controlled subsidiary. 


46. Election as to Recognition of Gain in 

Certain Corporate Liquidations 
Need for Change: 

Section 112(b)(7), I.R.C. provides for an election as to recognition 
of gain in certain corporate liquidations when the distributions in 
liquidation were made in 1951 or 1952. The necessity for such an elec- 
tion is equally present in all years. 
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Recommendation: 


Section 112(b) (7), I.R.C. should be amended to inelude liquidations 
made after 1952. 


47. Sale of Corporate Assets Before or After Liquidation 
Need for Change: 


If corporate assets are sold and then the corporation liquidates, 
the profit may be taxed twice, once to the corporation and again to the 
stockholders on liquidation. However, if the corporate stock is sold and 
the buyer liquidates the corporation, or the corporation is liquidated 
first and the assets then sold, there is only one tax incurred. 


Recommendation: 


Since from a practical point the net result is the same, the law 
should be changed to bring the tax consequences into agreement. If a 
corporation sells substantially all of its assets and liquidates within a 
reasonable time, no gain should be taxed to the corporation if the sale 
and liquidation is part of one plan. 


48. Liquidation of Cash Basis Corporations 
Need for Change: 

A cash basis corporation which liquidates must pick up any accrued 
income on its final return. However, expenses and losses are still com- 
puted on the cash basis. 

Recommendation: 


A cash basis corporation which liquidates should be allowed to 
deduct accrued expenses and liabilities if it has to accrue income. 


49. Cancellation of Indebtedness 
Need for Change: 


The present law exempts corporations which realize income on the 
‘ancellation of indebtedness evidenced by a security from paying tax 
on the income if they agree to reduce the basis of certain of their prop- 
erties. But there is no similar provision for unincorporated taxpayers 
or for a debt not evidenced by securities. 


Recommendation: 


The same election should be permitted to non-corporate taxpayers 
and to debts not evidenced by securities. 
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50. Collapsible Corporations 
Need for Change: 


The 1950 and 1951 Revenue Acts barred the use of the so-called 
collapsible corporation as a tax saving device. However, the Treasury 
regulations have interpreted the provision in a fashion which appears 
to go beyond the intent of Congress. Thus 


1. A corporation which continues in existence and has no intention 
of liquidating can nevertheless be treated as a collapsible corporation 
if it distributes money to the stockholders before the corporation 
realizes a substantial part of its net income. 


2. A corporation can fall into this classification if the stockholders 
who formed the corporation recognized the possibility of realizing the 
gain before the corporation realized a substantial part of the income 
from the property. Further, if the sale or distribution is attributable 
to circumstances present at the time of construction, ete., the corpora- 
tion may be treated as a collapsible corporation. 


3. The mere change of stockholders can cause a corporation which 
was not a collapsible corporation to fall in that class. 


Recommendation: 


The interpretation placed on the provision makes it more in the 
nature of a trap than a workable plan to bar the use of corporations to 
transform ordinary income into capital gain. The law should be 
re-worded to make it more specific as to just what transactions are to 
be barred. As it stands, it prevents the accomplishment of bona fide 
business deals arranged with no idea of tax savings: in mind. 


EXCESS PROFITS TAX RECOMMENDATIONS 


51. Elections Under the Excess Profits Tax Act of 1950 
Need for Change: 


Numerous elections are provided under the Excess Profits Tax Act 
of 1950, many of which are irrevocable. The technical provisions of the 
Act, the uncertainties of the applieation of these provisions, the limited 
time that elapsed between the passage of the Act and the exercise of 
the election, the comparative newness of the rulings under the Act, and 
under the Regulations, made the exercise of such elections a gamble. 
Consequently, two corporations which have precisely identical net 
income and available credits, may have different tax liabilities solely 
as a result of exercising or failing to exercise certain elections. 
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Recommendation: 

The exercise or failure to exercise elections under the Excess 
Profits Tax Act of 1950 by corporate taxpayers shall not be irrevocable 
but may be changed at any time up to the running of the limitations for 
the determination of the tax. 


52. Section 432(c)—Unused Excess Profits Credit Carry-Over— 

Effect of Carry-Back to Preceding Short Taxable Year 
Need for Change: 

Section 432(c) requires that an unused excess profits credit must 
first be carried back. In the case of a prior short taxable year, the 
earry-forward, if any, is reduced by the annualized adjusted excess 
profits net income of the preceding short taxable year. This require- 
ment is inequitable as it uses up more of the unused credit than it prop- 
erly should. 


Recommendation: 

Section 432(¢)(2) should be amended to provide that a carry-over 
of unused excess profits credit shall be reduced by the lesser of (a) the 
amount provided in Section 432(c) or (b) such portion of the unused 
excess profits credit carry-back to the short taxable year as the number 
of days in the short taxable year is of the number of days in the twelve 
months ending with the close of the short taxable year. 


53. Section 433(a) (1) (J)—Net Operating Loss Deduction Adjustment 
Need for Change: 


Sections 122(b)(2)(B)(ii) and 433(a)(1)(J) require that where 
there is a net income in 1949, an elective base period loss under Section 
433(a)(1)(J) and a net loss in 1950, that the loss ecarry-overs to 1951 be 
reduced by the 1949 income both under Section 122(b)(2)(B) (ii) and 
Section 433(a)(1)(J). 


Recommendation: * 


Section 433(a)(1)(J) should be amended to eliminate this duplica- 
tion in the adjustment of net operating losses because of income in the 
year 1949, 


54. Section 433(a)(1)(O0)—Interest Paid Adjustment 
Need for Change: 


Under Section 435(g) (4) (E) an increase in loans to a member of a 
controlled group may exceed any increase in borrowed capital and even 
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reduce the excess profits credit. In such a case no adjustment is per- 
mitted for interest received from a member of a controlled group. 


Recommendation: 


Section 433(a)(1)(0) should be amended to provide an interest 
received adjustment to be correlated directly with an increase in loans 
to members of a control group. 


55. Section 433(a)(1)(M) and (0)—Interest Paid Adjustment 
Need for Change: 


These Sections are intended to disallow interest paid on indebted- 
ness to the extent such indebtedness served to increase the excess 
profits credit. It is, however, inequitable to disallow interest paid by a 
taxpayer using the maximum limitation, the limitation on new corpora- 
tion, or the minimum credit. But there is no specific provision per- 
mitting this treatment, and there is doubt as to the interpretation of 
the Code in its present form. 


Recommendation: 


Section 434(a) should be amended to provide that the excess profits 
eredit shall be computed under Section 435 or 436 only if such computa- 
tion results in a lower tax than if no credit were computed. 


56. Section 433(b)(9)—Abnormal Deduction in Base Period 
Need for Change: 


Section 433(b)(9) provides for the adjustment in income of base 
period years by way of disallowance of abnormal deductions. Relief 
which it appears this Section was intended to afford, has been emascu- 
lated by the 5% Rule of Section 433(b){10)(B) which provides that no 
adjustment shall be made for an abnormal deduction of anv class unless 
the amount of such adjustment exceeds 5% of the average excess profits 
net income for all taxable vears of the base period. A taxpayer may 
have a number of abnormal deductions, the adjustments for all of 
which would increase the average excess profits net income for the 
base period years. Unless each adjustment exceeds 5%, no adjustment 
is permitted. Corresponding relief provision of the prior excess profits 
tax law (Section 711(b)(1)(J) IRC) did not have the 5% limitation. 

The relief is further limited by the requirement of Section 
433(b)(10)(C)(1) that no adjustment for an abnormal deduction shall 
be made unless the taxpaver establishes that the increase in the deduc- 
tion is not a ‘‘cause or a consequence of an increase in gross income— 
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or a decrease in the amount of some other deduction —’’. It is almost 
impossible for taxpayers to establish that a particular deduction was 
not a cause of an increase in income or a decrease in some other deduc- 
tion. Section 711(b)(1)(J) did not have the cause test. 


The provisions relating to abnormal deductions, deal only with 
‘‘deductions of any class’’. In situations arising under similar World 
War II provisions, the benefits of abnormal deductions have been 
denied where the abnormality consists of items includible as a part of 
cost of goods sold as distinguished from items which specifically qualify 
as statutory deductions under Section (23). Both costs and deductions 
operate to reduce taxable income and may be abnormal in amount or 
character. Accordingly, abnormal deductions should include elements 
of cost of goods sold as well as statutory deductions. 


Recommendation: 


Section 433(b)(10)(B) should be amended to eliminate the 5% 
rule. Section 433(b)(10)(C)(i) should be amended to eliminate the 
‘‘cause’’ test. The statute should be clarified to inelude as abnormal 
deductions elements of cost of goods sold as well as statutory deductions. 


57. Section 435(d)—New Corporations 
Need for Change: 

This Section provides that if a corporation was not in existence 
during the entire base period then, in computing its average base 
period net income, the excess profits net income for any month of the 
base period that it was not in existence shall be taken as zero. Such 
a corporation, as a ‘‘new corporation’’, may receive a greater credit 
under Section 445 through the use of a credit computed on industry 
averages. However, in many eases Section 445 affords no relief. 
KXquitably a new corporation should be permitted to compute its average 
base period net income by using its actual net income for such months 
of the base period as it was in existence, plus a constructive income for 
the months that it was not in existence. 


Recommendation: 


Section 435(d)(1), I.R.C. should be amended to provide that a 
corporation that was not in existence during the entire base period can 
compute for the period that it was not in existence constructive earnings 
measured by one of the following: 

The industry rate of return for the year involved, or 12%, 
whichever is higher, applied to its average invested capital for the 
part of the base period it was in existence. 
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58. Section 435(e)—Average Base Period Net Income— 
Alternative Based on Growth 


Need for Change: 


Section 435(e) (4) defines total payroll and such definition excludes 
from payroll, compensation not paid in cash. All non-cash compensation 
paid during the entire base period is excluded from the total payroll 
under this definition. This exclusion is inequitable because it excludes 
such genuine compensation as pension provisions, notes, property or 
even meals served to employees. 

The limitation of the growth formula to corporations with assets 
with less than $20,000,000 is unreasonable since large taxpayers can be 
subject to growth as well as small taxpayers. 


Recommendation: 


Section 435(e)(4) should be amended to include non-cash compen- 
sation in total payroll. 


The limitation of $20,000,000 of assets in Section 4385(e) (1) (A) (1) 
should be eliminated. 


59. Section 435(f)—Capital Addition in Base Period 
Need for Change: 


A capital addition is allowed in Section 435(f) I.R.C. for retained 
earnings during the last two taxable periods preceding the first excess 
profits tax year. Such last two taxable vears of some companies, as a 
result of a change in fiscal vear, may have been less than 24 months and 
their base period capital addition is accordingly inadequate. 

In determining capital additions in the base period under Section 
435(f), borrowed capital, inadmissible assets and loans to members of 
a controlled group are taken into account only in the respect of the 
amounts at the beginning of the taxable vear irrespective of any fluctua- 
tion in such amounts during the year. On the other hand, in Section 
435(2) and in determining the invested capital credit, such items are 
computed on an average daily basis for the entire year. 


Recommendation: 


Section 4385(f) I.R.C. should be amended to provide that where 
the last two taxable periods prior to the first excess profits tax year 
cover a period of less than 24 months, the taxpayer may, for the purpose 
of computing the base period capital additions, :pro-rate the income of 
a sufficient period of the preceding 12 months to make up the full 24 
months. 
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It should also be amended to provide that borrowed capital, inad- 
missible assets and loans to members of the control group should be 
computed on an average daily basis and such average be compared 
with the beginning date during the base period for purposes of measur- 
ing the base period capital addition under the income method. 


60. Section 435(g)(7)—Net Capital Addition or Reduction— 

Loans to Members of a Controlled Group 
Need for Change: 

Section 435(g) (7) required a reduction under Section 435(g) (4) (E) 
for the increase on any day during the taxable year in loans to members 
of a controlled group. It does not, however, provide that the increase 
on such day may be reduced by a subsequent decrease during the 
taxable vear. 


Recommendation: 


Section 435(¢)(7) should be amended to provide that the reduction 
under Section 435(g)(4)() shall be determined by the excess of the 
average amount of loans to members of a controlled group during the 
year over the corresponding amount at the beginning of the first taxable 
vear under the subchapter. 


61. Section 435(g)(10)—Decrease in Inadmissible Assets 
Need for Change: 


Section 485(g¢)(10)(B) defines ‘‘operating assets,’’ in essence, as 
fixed assets and inventory. This is illogical since it fails to recognize 
that accounts receivable, ete. are necessary to operate a business and a 
company may have to liquidate inadmissible assets to carry larger 
receivables, ete. necessitated by expanded operations. The present 
limited definition even fails to protect the revenue since it is possible 
to obtain an improper capital addition by selling inadmissibles, using 
the proceeds to repay debts and then purchase fixed assets or inventory 
with the proceeds of factored accounts receivable. 


Recommendation: 


The definition of ‘‘operating assets’? should be changed to include 
trade accounts receivable. 
62. Section 437—Invested Capital Credit 
Need for Change: 


Duplications of borrowed capital among members of controlled 
groups are eliminated under the income credit method for Sections 
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435(f)(1)(B) and (g)(4)(E). Such duplication is not eliminated under 
the invested capital method except for the new capital credit under 
Section 438. 


Recommendation: 


Duplications of borrowed capital among members of controlled 
groups should be eliminated with appropriate interest adjustments, 
under the invested capital method just as they are now eliminated under 
the income credit method. 


63. Section 437(f)(3)(B)—Recent Loss Adjustment 
Need for Change: 


This Section of the Statute appears to have been erroneously 
drafted in its application to Part II transactions because it requires 
the entire recent loss adjustment of the component corporation to be 
transferred to the taxpayer even though only part of the properties 
of the component may have been acquired by the taxpayer. The result 
is that the component is denied the benefit of the proportionate part 
of the recent loss adjustment applicable to the properties it retained. 


Recommendation: 


Section 437(f£)(3)(B) should be amended to provide that the recent 
loss adjustment of a component which has not transferred all of its 
properties should be allocated between the component and the acquiring 
corporation, and for the proration for the recent loss adjustment if the 
transaction occurs during the excess profits tax vear. 


64. Section 441(e)—Distributions in the First Sixty 

Days of Taxable Year 
Need for Change: 

This Section of the law specifically states that distributions made 
during the first sixty days of the taxpayer’s first excess profits tax vear 
are not affected by this rule. It would appear that the Section applies 
to base period years, but it is not believed that it was so intended. 


The Section is inequitable to some corporations, such as those on a 
fiseal vear ending July 31, 1950 or August 31, 1950. Such corporations 
may have paid dividends after the close of their fiscal year ending 
after June 30, 1950, and during the first sixty days of what would 
constitute their second taxable year under the new law, even though 
such dividends may have been paid before an excess profits tax was 
proposed by Section 701(a) of the Revenue Act of 1950, which became 
law on September 23, 1950. 
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This Section is also unfair in that a dividend declared before the 
end of the taxable year, but payable on some indefinite date in the future 
which may be more than sixty days after the end of the taxable year is 
treated as a liability at the close of the year for invested capital pur- 
poses. The exception relating to an indefinite date of payment is 
inconsistent with the general rules for determining accumulated earning 
profits under Section 115. 


Recommendation: 


Section 441(e) should be amended to exclude its application to base 
period years. 


This Section should be amended to exclude its application to any 
distributions to shareholders in the taxable year subject to excess profits 
tax made prior to January 3, 1951 (the date of enactment). 


A dividend should not be treated as a liability until the date it is 
pavable, or until it is paid if no date of payment is specified for pur- 
poses of this section. 


65. Sections 442-6—Relief Provisions 
Need for Change: 


Sections 448, 444 and 445 I.R.C. embody formulae for the deter- 
mination of relief through the use of a percentage of total assets 
determined by the Commissioner after a study of base period returns 
of companies in the same industry. Experience has indicated that the 
use of the industry percentages required by the above sections, and as 
preliminarily determined by the Commissioner, has developed the fol- 
lowing inequities: 


(a) The average of 4 vears has been used. This includes loss 
years and years of poor. results. Companies not using the industry 
figures may use the best 36 months of the 48 months of the base period, 
and are not required to reduce earnings by losses, which are never 
figures below zero. Even the application of the average of the 3 best 
years of an industry as a whole is not comparable to the use by a 
company of its own 3 best vears out of 4, singe inevitably some companies 
in an industry will do better in one year of the base period and other 
companies will do better in a different vear. A comparable lineup of 
industry figures would require, if it is feasible, an aggregation for all 
companies in an industry, of the best 3 vears for each company out of 4. 
In the alternative, at least the poorest industry year should be elimi- 
nated in the application of industry figures. 


(b) The industry figures are based upon the tax returns as filed, 
with no adjustment for either changes resulting from Treasury Depart- 
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ment examinations or elimination of inadmissible assets, both of which 
are given effect in the case of companies to whom the relief provisions 
are not applied. The Treasury Department’s experience with corpora- 
tions as a whole for the base period should be applied to the industry 
figures in order that they be more realistic in regard to the aforesaid 
items. 


(c) The industry classifications appear to be too limited in number 
and do not generally reflect the larger number of industries so as to 
afford appropriate application of these sections. 


(d) Although it is believed that it was the intention of the Excess 
Profits Tax Act of 1950 to provide relief in cases similar to those under 
Section 722 of the World War IT Excess Profits Tax Law, there are 
many cases where a taxpayer fails to fit into the definitions of the relief 
provision, even by the narrowest margin, and therefore, is not entitled 
to relief. Section 442 to 446 should be amended to include at least all 
the same qualifying factors as were contained in Section 722 (b) and 
(c) of the old law. Moreover, it should be amended to permit relief 
where the taxpayer can show substantial compliance with the qualify- 
ing factors. 


(e) A corporation already entitled to relief under Section 444 or 
446 is deprived of such relief if it acquires substantially all the assets 
of a component corporation, in a Part II transaction occurring after 
the base period unless the component itself is entitled to relief under 
one of the relief sections. It appears inequitable that a corporation 
which is qualified for relief should be denied such relief merely because 
of the occurrence of a Part II transaction. Section 444, and 446 should 
be amended to provide that a corporation entitled to use the relief 
section should not be denied the application thereof, merely because of 
the occurrence of a Part IT transaction. 


66. Section 442—Abnormalities During Base Period 
Need for Change: 


The base period income eredit generally is based upon the income 
of the best 36 months out of the 4 years, 1946-1949. This result is 
accomplished by eliminating the poorest 12 month period. Provision is 
made in Section 442 I.R.C. for adjusting the base period income when 
certain abnormalities exist. However, the adjustment is limited to the 
36 months remaining after the poorest 12 month period is eliminated. 
Situations have developed in which all or part of abnormality is in the 
poorest 12 month period. A more equitable result would be obtained 
by adjusting the income for each month of the base period for abnor- 
malities and then eliminating the resulting poorest 12 month period. 
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Recommendation: 


Section 442 I.R.C. should be amended to provide that the income of 
each month of the entire base period should first be adjusted for abnor- 
malities, and the resulting poorest 12 months eliminated. 


67. Section 448—Excess Profits Credit—Regulated Utilities 
Need for Change: 


Section 448(b) allows the recent loss adjustment (Section 
437(b)(2)) except in the case of those companies whose credit is based 
on a prescribed uniform system of accounts. This discrimination 
appears to be an oversight in drafting the statute. 


Recommendation: 


Section 448(b) should be amended to allow the recent loss adjust- 
ment to companies using a prescribed uniform system of accounts. 


68. Section 456—Abnormalities in Income in Taxable Period 
Need for Change: 


Section 456(a)(2)(C) I.R.C. lists as a separate class of abnormal 
income the income from the sale of patents, formulae, or processes, but 
does not include as abnormal income the income from research or 
development of such items or of tangible property. The result is that 
abnormal income from research and development is completely subject 
to the Excess Profits Tax, even though it may have resulted from 
research and development extending over a period of more than 12 
months during period other than the excess profits tax years. Under 
the prior excess profits tax (Section 721(a)(2)(C) I.R.C.), such income 
was recognized as a class of abnormal income. 


Recommendation: 

Section 456(a)(2)(C) should be amended to include income from 
research and development, in the same manner as under Section 
721(a)(2)(C) of the prior Excess Profits Tax Law. 


69. Section 458(d)(2)—Property Paid In 
Need for Change: 

This Section does not specifically provide that property paid in 

‘ ‘ property } 

shall inelude the value of services rendered and amounts of debts liqui- 
dated through the issuance of the shares of stock or paid in as a con- 
tribution to capital. Inclusion of these items would be consistent with 
the recognized accounting definition of capital and would provide a 
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more equitable means of determining invested capital for excess profits 
tax purposes. 


Recommendation: 


Section 458(d)(2) should be amended to inelude in the definition 
of property paid in the value of services rendered and debt liquidated 
through issuance of shares of stock or paid in as contribution to capital. 


70. Section 461—Allocation of Excess Profit Credit of 
Component Corporation 


Need for Change: 


While the application of Part II computations is elective for the 
acquiring corporation, the allocation of the credit is mandatory for the 
component corporation under Section 461(¢). This is inequitable where 
the acquiring corporation does not elect to use Part IT. 


If a corporation organized a new subsidiary by transferring only 
eash to the subsidiary in exchange for stock, there may be a Part II 
transaction, in which case part of the excess profits credit of the parent 
company must be allocated to the subsidiary. In many instances this 
rule operates inequitably because the income of the parent is not really 
reduced by the transfer of cash, and the subsidiary may enter into a 
new business which may not be profitable for a long time. 


Recommendation: 


Section 461(¢) should be amended to require adjustment of the 
excess profits eredit by the component corporation only if the acquiring 
corporation takes advantage of Part II. 


Section 461 should be amended to provide that the organization of 
a new subsidiary by a transfer of only cash in exchange for stock is not 
a Part II transaction, or alternatively would be treated as a Part II 
transaction only at the election of the taxpayer. 


71. Section 463—Post Base Period Capital Additions Under Part II 
Need for Change: 

Section 463(a)(4) provides that, in the year of the Part IT trans- 
action, there shall be included in the post base period capital addition 
of the acquiring corporation the excess of the equity capital of a com- 
ponent corporation at the beginning of the year of the Part IT trans- 
action over the corresponding amount at the end of its base period. 
Thus, if a calendar year corporation acquired on January 1, 1951, prop- 
erties of a corporation with a fiscal year ending January 31, the 
acquiring corporation would not be permitted a capital addition for the 
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earnings accumulated by the component during the eleven months ended 
December 31, 1950 until its 1952 taxable year. 


Recommendation: 

Section 463(a)(+) should be amended to inelude the post base 
period increases in equity capital of the component prior to the begin- 
ning of the taxable year of the acquiring corporation in which the 
Part IL transaction occurred. 


72. Excess Profits Credit re Certain Taxable Acquisitions 
Need for Change: 

Part IV of the excess profits tax law permits a ‘‘ purchasing cor- 
poration”’ to use the base period income experience of a ‘‘selling corpo- 
ration’’ under certain circumstances. However, Section 474(c)(1) of 
the I.R.C. requires that the ‘‘selling corporation’’ completely cease 
business activities and liquidate. This discriminates against those 

purchasing corporations’? which purchase complete operating busi- 
nesses from ‘‘selling corporations’? which own other completely sepa- 
rate operating entities and therefore cannot completely cease business 
and liquidate their corporate identity. 


Recommendation: 

The Code should be amended so as to extend the benefits of Part IV 
to any sale of a completely integrated going business whether the bal- 
ance of the ‘selling corporation”? is liquidated or not. 


73. Unused Excess Profit Credit Carryback 


Need for Change: 

The present excess profits law spans the 36 month period from 
July 1, 1950 to June 30, 1953. The law arbitrarily conforms the unused 
excess profits credit carryback and carryforward time provisions to the 
one year back and five year forward requirements of the net operating 
loss deduction. There is no logical or equitable correlation between the 
two carrybacks and the present law requires the payment of substantial 
excess profits taxes even when the excess profits net income for the 
entire 36 month excess profits tax period is no greater or is even smaller 
than the total excess credit for the period. This inequity results from 
the limitations of a one-year carryback. 


Recommendation: 

The law should be amended to permit a ecarryback and carry- 
forward of the unused excess profit credit to any year subjected to the 
current excess profits tax law. 
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ESTATE, GIFT AND MISCELLANEOUS 
TAX RECOMMENDATIONS 


74. Optional Valuation—Estates under $60,000.00 
Need for Change: 

An estate which is not required to file an estate tax return may not 
elect an optional valuation date. As a result the estate or beneficiaries 
of such an estate may not have, as a basis, the value as of an optiona 
valuation date, of assets of the estate. 


Recommendation: 


The basis of property of an estate may be the date of death or the 
optional valuation date if a timely election is made. 


75. Credit for Gift Tax in Computing Estate Tax 
Need for Change: 

Under Section 811(¢c) and (d), I.R.C. an inter-vivos gift included 
in the estate tax return of the donor, increases the estate in the highest 
tax bracket, although the credit against the estate tax for gift tax is, 
under Section 813(a), I.R.C., computed on an average basis. ' 


Recommendation: 


Section 813(a), I.R.C. should be amended to provide that the credit 
for gift tax allowable against the estate tax shall-be the amount by 
which the donor’s total gift tax liability was increased by inclusion of 
the property for gift tax purposes. 


76. Social Security Benefits—1951 Eligibility 
Need for Change: 


Self-employed persons who died or became eligible for benefits in 
1951 are not entitled to have their benefits computed by including their 
income for 1951. At present, income for the year of death is included in 
computing benefits with respect only to those dying in 1952 or there- 
after. 


Recommendation: 


Self-employed persons who die or become eligible for benefits in 
1951 should be entitled to have their benefits recomputed by including 
their income for the year 1951. 
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